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CHAPTER I 
INTRODUCTION 
la spite of the fact that public expendittire has 
increased rapidly during the last two centuries in almost 
every country, and in spite of its growing role and impor-
tance in national econcanies, the area of public expenditure 
remains relatively \inexplored. However, the phenomenal 
increase in the level of public expenditure in relation to 
the national inccene in recent times has axoused interest in 
the study of the growth and pattern of government expenditure 
thus reducing this lacunae to a considerable extent? some 
recent studies in the field are: Reddy et. al 11984) , 
Singh, V.K. (1986)'^, and Singh, M.P. (1988)"^, This work 
is also one step forward in this direction. 
Public expenditxire refers to the expenses incurred 
by the government for its own maintenance as well as for the 
whole economy. Though, historically public expenditure is 
1, Reddy, K.N. and Others, Central GoveriLment Expenditure; 
Structure and Impact; 1950-51 to 1977-78. National 
Institute of Public Finance and Policy, New Delhi, 1984. 
2, Singh, V.K., Government Expenditure and Econcroic Develop-
ment. Criterion Publications, New Delhi, 1986. 
3, Singh, M.P., Sconomics of Government Expenditure Growth. 
Relaiance Publishing House, New Delhi, 1988. 
found to be continuously increasing in almost every country, 
traditional thinking and philosophy have not been very 
encouraging to its growth. The earlier approach which v/as 
closely linked with the philosophy of laissez-faire delimited 
the state's legitimate sphere of activities to defence, 
law and order, justice, administration and social overheads. 
However, the failure of the market mechanism to bring 
about desired results in the economy, forced an increasing-
intervention on the part of the State. This led to a rapid 
growth in the government sector and priblic expenditure, 
consequently, giving rise to various hypotheses concerning 
p-ublic expenditxire, 
Wagner, and Peacock and Wiseman, provided an insight 
in the structure and growth of public expenditure, Adolph 
Wagner (1835-1917) based his 'Law of Increasing State 
Activities' on historical facts. He observed the growth 
of the public sectors of several European Countries, the 
United States of America and Japan during the nineteenth 
4. -Musgrave, R.A, and Peacock, A. (eds.). Classics in 
the Theory of Public Finance, Macmillan, New York, 
1958. pp. 1 - 16. 
5. Bird, R.M., 'Wagner's Law of Expanding State Activity', 
Public Finance, (26), 1971. 
century. He explained the forces that determined the 
growth of their public sectors vis-a-vis the GNP, in 
terms of political and economic factors . However, 
Wagner's model did not contain a well articulated theory 
7 
of public choice . 
g 
Peacock and Wiseman , on the other hand, found 
that public expenditure did not increase in a smooth 
and continuous manner, but in a step-like fashion; when 
a country goes through large scale social disturbances 
such as a war, famine, or some large scale social dis-
aster it results in a rapid increase in pxoblic expenditures, 
which are financed through raised taxation. Peacock and 
Wiseman referred to this as the 'displacement effect* 
i.e. public expenditxire is pushed upwards displacing private 
expenditures for public expenditure. The process repre-
sents an upward shift in the trend line of public expendi-
ttire. However, these expenditures do not return to the 
previous level after the social upheaval is over, but 
continue at the new plateau achieved until some other 
large scale social crisis forces them to still higher levels , 
6. Brown, C.v. and Jackson, P.M., Public Sector Economics 
^ Martin Robertson^, Oxford, 1982. pp. 96 - 97. 
7. Ibid, pp. 9 6 - 9 7 . 
8. Peacock, A.T. and Wiseman, J., The Growth of Public 
Expenditures in the United Kingdom, National Bureau' 
of Economic Reserch, Princeton, N.J. Princeton, 1961. 
5* Brown, C.V. ?.nd Jackson, P.M. 0£. cit. pp. 97 - 100. 
The budgetary policy or the fiscal policy of the 
government plays an important role in influencing the 
growth and development of the economy. During the past 
two decades there has been a deterioration in the Central 
Government finances in India; The Economic Survey of 
1989-90 observed that the growth in current expenditures 
has been faster than the grovrth in current revenues 
throughout the eighties, leading to an increasing budgetary 
deficit and the consequent growxng recourse to borrov/ings. 
The fiscal crisis, hov/ever, would not have assxaraed 
such grave proportions if expenditures were largely 
diverted to finance planned development; much of this 
expenditure was non-productive. Consequently, the non-
development expenditure of the Centre has been recording 
high growth rates and has claimed a larger percentage of 
the total government expenditure. Moreover, economic 
growth has not been commensurate with this massive expen-
diture, thus, highlighting the fact that pxiblic expenditure 
policies in India need to be reoriented if the country is 
to achieve a self sustaining growth rate. 
10. Government of India, Ministry of Finance, Sconomic 
Survey, 1989-90. p. 136, 
1,1 Objective and Scope of St-udy 
The massive increase in public expenditure in India 
with respect to GNP has aroused interest in the study of 
the growth of ptiblic expenditure. However^ studies on 
government expenditure in India have been mostly aggre-
gative in nature. A few of the studies, like those con-
11 12 13 
ducted by Reddy et al_ , Singh, M.P. and Singh, V.K. 
have also examined non-developnent expenditure of the 
government. 
However, most of these studies cover the period 
from 1950-51 to early eighties. Moreover, they do not 
cover in detail the growth in the various components of 
non-development expenditure of the Union Government, In 
view of these factors the present study attempts to analyse 
the growth and pattern of the non-developTient expenditure 
of the Central Government from 1974-75 to 1989-90, 
The reason for selecting the year 1974-75 as the 
initial year is that the changes introduced in the 
accoTinting classification of the government budget in 
1974-75 have resulted in the non-comparability of data 
11, Reddy, K.N. and Others, op. cit. 
12, Singh, M.P. oo. cit. 
13, Singh, V.K, op, cit. 
because of the non-availability of figures for specific 
categories of expenditure prior to the chence in 1974-75. 
The purpose of the study is to empirically investi-
gate the growth pattern and composition of non-developnent 
expenditure of the Central Government of India. The 
analysis would attempt to relate the theory of public 
expenditure and quantitative growth in Central Government 
non-development expenditure. The study also attempts to 
identify the sources of growth of non—development expen-
diture. 
Finally an attempt has been made to examine the 
hypothesis developed during the course of the study; that 
non-developraent expenditure of the Union Government is an 
increasing function of factors like population growth, 
prices and social and political dist-urbances. 
1.2. Methodology 
Non-development expenditxire is an accounting 
concept that has grovm in conjunction with economic plans. 
Total Central Government expendit'ore is divided into 
developjnental expenditure presumed to result in economic 
'growth and noh-developnent expenditure that does not. 
Again, non-development expenditure v/hich consists of general 
services is subdivided into items like defence, collection 
of taxes and duties, interest payments, adrninistrative 
services, expenditures en general services, subsidies, 
grants-in-aid for non-developmental purposes, currency, 
coinage and mint, among others. 
Meaningful figures of public expenditure growth 
must make allowance for changes in prices, population 
and national income. Cne of the most convenient ways 
of showing changes in public expenditure is to express 
it as a proportion of national income (expenditure/GNP 
ratio) . Per capita expenditure figures have also been 
used for making comparisons. This is so, "because the 
growth of population has frequently been cited as a 
factor that contributes to the growth of public expen-
ditures"^'^. 
Increases in public expenditure are the outcome 
15 
of increase in prices cf the inputs used , Prices 
vary considerably from cne sector of the economy to 
another and cause major variations from one type of 
public expenditure to c_-other. However, for this study 
it was not possible to construct price indices and there-
fore the wholesale price index (WPI) is used. 
14, Brown, C.V. and Jackson, P.M., 0£. cit. p. 110. 
15. Ibid p. 113; and 
Musgrave, R.A. and Musgrave, P.B., Public Finance 
in Theory and Practice. McGraw-Hill Book Company, 
1985. p. 148. 
8 
The growth trend of the expenditure of the Central 
Government is analysed v;ith the help of some indicators 
or measures of growth, such as, compound growth rate and 
expenditure elasticity with respect to GNP. Income 
elasticity of demand for government expenditure is a 
measure of responsiveness of government expenditure to 
changes in GNP. If the value of income elasticity is 
less than unity, it may be inferred that government 
expenditure grows relatively less rapidly than income. 
If it is greater than one, then the increase in govern-
ment expenditure is more than the increase in income. 
In order to estimate the extent by which the 
actual expenditures respond to changes in the desired 
expenditure, an econometric testing of partial adjustment 
model has been carried out using GNP and lagged non-
developnent expenditure as explanatory variables. All 
the variables that have been used for this estimation 
are in per capita real terms with 1970-71 as base year. 
Moreover, indices of government expenditure have been 
derived with 1970-71 expenditures as 100. 
1.3. Data Base 
This work is primarily based on the analysis of 
data fxirnished by various official organisations as well 
as other agencies and individual studies. The major 
sources used are Reserve Bank of India's 'Report on 
Currency and Finance' and 'Monthly Bulletins', reports 
of the Centre for Monitoring Indian Economy (Economics 
Intelligence Service) and Government of India's 'Economic 
Survey'. 
The data contained in the Reserve Bank of India's 
'Report on Currency and Finance' gives extensive infor-
mation on the size of non-development expenditure and the 
various components of it. The detailed data on Central 
Government subsidies has been taken from the reports of 
Centre for Monitoring Indian Economy . However, for the 
purpose of this study only the total of Central Govern-
ment sxibsidies have been considered. 
1,4. Limitations 
A rigorous study of the Union Government's non-
developnent expenditure has not been possible due to 
several limitations. Changes introduced in the accounting 
classification of the government budget in 1961-62 and 
in 1974-75 have resulted in the non-comparability of data 
because of non-availability of figures for specific 
categories of expenditure prior to the latest change in 
1974_75, Therefore, the period of study has been taken 
from 1974-75 to 1989-90. 
16. Economic Intelligence Service. Centre for Monitoring 
Indian Economy, A Review of the Central Budget» 1988' 
89, Aug. 1990. 
10 
Adjustment for prices of the goods and services 
purchased by the government does not change in the same 
proportion as the average of all other goods and services. 
Moreover, prices vary considerably from one sector of the 
economy to another, hence, causing major variations from 
one type of public expenditure to another. This could 
lead to serious distortions in measurements. However, 
it was beyond the scope of this study to construct 
special price indices. Therefore, the Wholesale Price 
Index as given in the Government of India's Economic 
Survey has been used. 
Although per capita figures have been preferred 
for making comparisons, the fact remains that per capita 
public expenditure ignores changes in the composition 
of population. 
In addition to all these factors, the secrecy in 
government policies regarding defence expenditure and 
discrepancy in data available in various official pxibli-
cations of the government have added to the limitations 
of this study, 
1.5. Survey of Literature 
Over the last few decades serious concern has been 
voiced on the growth of public expenditure both in India 
as well as in other countries. During the course of this 
11 
study it was found that almost all related literature is 
on aggregate public expenditure, except for the studies 
17 18 19 
made by Reddy et al , Singh, V.K. and Singh, M.P. 
Since a listing of all the existing literature on public 
expenditure would be beyond the scope of this study, a 
survey of only a few selected studies has been undertaken, 
20 
Gulati made an analysis of the growth and distri-
bution of the Central Government revenue expenditure from 
1950-51 to 1961-62. He found that the pattern of increase 
in the revenue expenditure v/as biased towards social and 
21 developmental services. His second study was an 
analysis of the growth of Central Government capital 
expenditure during 1950-51 to 1961-62. While analysing 
capital expenditure he departed from the classification 
given by the Reserve Bank of India and treated expenditixre 
22 on civil works as non-developmental. His third study 
traces the changes in the accounting patterns of the 
Union Government budget, which have resulted in the non-
comparability of data. 
17. Reddy, K.N. and Others. op.cit. 
18. Singh, V.K. 0£« Sli-
19. Singh, M.P. o^. cit. 
20. Gulati, I.S,, 'An Analysis of Central Government 
Expenditure'. The Sconomic Weekly, 1961. 
21. Gulati, I.S., 'Central Government's Capital Expenditure, 
1950-51 to 1961-62; Its Developmental Content'. The 
Economic Weekly, 1961. 
22. Gulati, I.S., 'Central Govermnent's Revenue Account'. 
The Economic Vfeekly, 1963. 
12 
23 
Zahir while examining the impact of public 
expenditure on income distribution during 1952-1966, 
fovind that the growing expenditure bill of the Govern-
ment of India did not contribute in any significant 
way towards the achievement of social justice in the 
country, 
24 Reddy's study was a time pattern analysis or 
the growth of public expenditure in India frorn 1872 to 
1968. His approach followed the pattern given by Peacock 
25 
and Wiseman and tested the relevance of the 'displacement 
effect' given by tbem for the shorter periods. He also 
examined the applicability of Wagner's hypothesis to 
India so as to be able to establish a correlation bet-
ween the growth of pxiblic expenditure and national 
income. 
2 6 Beck analysed public expenditure trends in the 
United States and 13 other industrial covmtries using a 
weighted price index for total expenditure. His analysis 
is helpful in tracing changes in the allocation of 
23, Zahir, M., Public Expenditure and Income Distribution 
in India, Associated Publishing House, New Delhi. 1972. 
24, Reddy, K.N,, The Growth of Public Sxpendj-ure in India 
(1872-1968)- A Secular and Time Pattern Analysis 
Sterling Publishers (?) Ltd., New Delhi, 1972. 
25, Peacock, A,T, and Wiseman, J. 0£. cit. 
26, Beck, M,, Government Spending, Trends and Issues, 
Praeger Publishers, 'J.S.A,, 1981. 
13 
resources resulting from structural as well as global 
changes in the size of the public sector. He found that 
the public sector expanded both in real and nominal terms, 
in every country over the entire period (1950-1977). 
27 28 
Murthy and Madhavachari both examined the 
applicability of Wagner's law to public expenditure in 
India. Murthy found a statistically significant short-
rvm elasticity coefficient for government consumption 
function, implying long-run elasticity exceeding unity, 
thus confirming the validity of Wagner's hypothesis in 
India's case. Madhavachari concentrated on the income 
elasticity of demand for government expenditures over 
the periods 1960-61 to 1969-70 and 1970-71 to 1979-80. 
He found a marked shift in the value of income elasticity, 
especially for economic expenditure and its components, 
whereas income elasticity for consumption expenditure 
did not undergo a significant shift. He concluded that 
over a long period, income elasticities exceeded unity. 
27. Murthy, N.R.V., 'Wagner's Law of Public Expenditure! 
An Empirical Investigation of the Indian Economy 
using the Appropriate Measure for a Valid Test', 
Indian Economic Journal, Jan. - March, 1981. 
28. Madhavachari, R., 'Wagner's Law of Public Expenditure 
An Empirical Test'. Margin, Vol. 24, No. 2, 1982. 
14 
29 Brown and Jackson have analysed expenditure grovrth 
with the help of.three macromodels and have also correlated 
it to the various economic variables like population and 
prices. 
Reddy et^  al_ have analysed the growth in the Central 
Government expenditure from 1950-51 to 1979-80, in relation 
to variables like national income, population and prices. 
Attempt has been made to find the commodity composition 
of the expenditure of the Union Government and to measure 
its impact on sectoral output. It was found that Central 
Government expenditure increased steeply from 1950-51 to 
1977-78, as a result of different factors during the sub-
periods. Moreover, a significant change was identified in 
the composition of the expenditure of the Central Government; 
for example, there was an increase in the shares of transfer 
payments, financial investments and loans. The per capita 
government expenditure elasticity vmder all functional heads 
v/ith respect to GN? at current prices was found to be 
greater than xinity during 19 65-66 to 1977-78. 
29. Brown, C.V. and Jackson, P.M. QO. cit. 
30. Reddy, K.N. and Others. CD. cit. 
15 
31 
Singh examined the grov/th of Government expen-
diture and found that factors like population growth and 
price rise play an important role in influencing the 
growth of public expenditure. He examined the non-develop-
ment expenditure of the Centre, States and the Union 
Territories and identified factors like proper appreciation 
of socialist ideas and democratic way of life, which have 
been instrumental in the resulting trends in non-development 
expenditure. According to Singh expansion of expenditure 
on non-developmental services is a joint product of the 
social, political, economic and cultural forces at work. 
32 Singh has made an empirical study of the growth 
pattern and composition of Central Government development 
expenditure in India and its effect on economic development. 
He found that non-development expenditure claimed a 
relatively low percentage of GNP as compared to develop-
ment expenditure and that the share of revenue expenditure 
in GNP has been larger than the share of capital expenditure 
throughout the period, from 1950-51 to 1984-85. Even after 
isolating the effect of prices on the growth of expenditure, 
Singh fo\ind a high rate of growth of government expenditure 
with respect to GNP. 
31. Singh, V.K. OD. cit. 
32. Singh, M.P. OD, cit. 
16 
1.6, Plan of Study 
While the present chapter deals with the survey of 
relevant literature. Chapter two is concerned with the 
characteristics of pviblic expenditure in India. It 
briefly covers the theories of public expenditure and 
also deals with the classification and composition of 
public expenditure trends in India from 1974-75 to 
1989-90. 
The aggregate trends of non-development expenditure 
of the Central Government have been examined in chapter 
three. This has been done by calculating real and per 
capita expenditures and comparing them with the available 
absolute figures. 
Chapter four deals with the study of growth trends 
of the major components of non—development expenditure 
of the Central Government, Here too, real and per capita 
figures have been calculated and compared to absolute 
figures to assess the actual growth, 
While chapx.er five is devoted to an empirical 
testing of a partial adjustment model, chapter six sums 
up the entire study. 
17 
CHAPTER II 
PUBLIC SXPENPITURS IN INDIA : SOMS CPiARACTERISTICS 
Public spending plays an important role in develop-
ment, as it is a means of achieving such policy objectives 
as the protection of territory against foreign aggression 
or maintaining a miniin\am standard of living or maintenance 
of law and order within the country. Modern governments 
heve come to assvime increasing responsibilities as a result 
of which public expenditures have grown in size over the 
years and their composition has greatly altered, to meet 
the changing needs of the present times. 
The expenditure policy, thus, plays a very impor-
tant role by affecting and altering the composition of 
expenditure on goods and services, transfer payments, etc. 
for bringing about a more equitable income distribution 
in the country. 
It has been felt that government expenditure 
policies are a fall-out of the political process with 
economic factors taking a back-seat. In the 1880s, the 
German economist Adolph Wagner put forward his "law of 
1. Musgrave, R.A,, Fiscal Systems, Yale University Press 
New Haven, 1969, and 
Wagner, A., in Musgrave, R.A., and Peacock, A,, (eds.), 
op. cit., pp. 1-16. 
18 
rising piiblic expenditures". He anticipated that the 
developnent of modem industrial societies would give rise 
to increasing political pressures for social change and 
therefore there would be a need for a continuous expansion 
of the public sector resulting in its rising share in the 
economy. 
2.1 Positive Theories of Public Expenditure 
The interpretation of empirical data makes it 
necessary to construct analytical models to help explain 
the 'time pattern* of government expenditure in terms of 
variables like Gross National Product (GMP)/ the price 
rise and population changes. Moreover, they could also 
help in explaining the basis of the 'decision - making 
processes' which give rise to public expenditure. 
In economic literature the following three types 
of models are found on public expenditure: 
(i) "rtagner's law of expanding state activity' 
(ii) 'Development models of public expenditure grovrth' 
(iii) Peacock and V^ iseman's hypothesis of public 
expenditure growth. 
2,1,1 Wagner's Law of Expanding State Activity 
2 
Adolf Wagner, the nineteenth century Geraan 
2, Wagner, A., in Musgrave, R.A., and Peacock, A. (eds.) 
op. crt., pp. 1-16. 
19 
economist, on the basis of empirical results had observed 
the grov/th of pxiblic sectors in several European countries, 
as well as, those of the United States and Japan dxoring 
the nineteenth century. He was interested in explaining 
the share of GNP taken up by the public sector. This 
attempt has been formalised in what is now referred to as 
•Wagner's Law'; Wagner did not State his ideas in the form 
3 
of law - this was done in later writings. 
However, it is not clear whether Wagner was refer-
ring to the growth in the ratio of government expenditure 
to GNP or to the absolute size of the public sector. If 
4 
Musgrave's interpretation is to be accepted then Wagner's 
law is an explanation of the growth of the relative size, 
that is, ratio of government expenditxire to GNP, of the 
public sector and can be stated as follows, that, as per 
capita incomes rise, the ratio of government expenditure 
to GNP would also increase. 
The forces determining the movements in the 
ratio of public expenditure to GNP were explained in terms 
of political and economic factors. Wagner's explanation 
3. Bird, R.H^ ., 'Wagner's Law of Expanding State Activity, 
Public Finance, (26), 1971. pp. 1-26; 
4. Musgrave, R.A., o^. cit. 
20 
of the expansion of the 'scale of the state's activities' 
gives an insight into the concept of 'market failure' and 
•externality*. He explained that as an economy moved 
towards industrialization the relationships between the 
•expanding markets' and the 'agents in these markets* 
would tend towards greater complexity, resulting in a 
need for 'commercial laws' and 'contracts' requiring the 
setting up of a system which could administer such laws. 
Urbanisation and high density living would result in 
•externalities' and 'congestion' requiring public sector 
intervention and regulation. Wagner thus explained the 
emergence of public sector services such as legal services, 
police etc. 
Wagner used income elasticity of demand for explai-
ning the growth of p\ablic expenditure on education, health, 
recreation etc. He considered these wants as 'income 
elastic'. Thus, he explained, that as real income (GNP) 
increased, public expenditures of these services would 
rise more than in proportion, which would account for the 
rising ratio of government expenditure to GNP. 
21 
2.1.2 Development Models of Public Expenditure 
The development model approach is best represented 
5 6 
by the works of Musgrave and Rostov , It was found that 
in the early stages of economic growth and development, 
public sector investment as a proportion of the total 
investment of the economy is found to be high. This is 
because, in the early stages the public sector is providing 
•social infrastructure overheads' which are necessary for 
the 'take-off of the economy into the middle stage of 
economic and social development. 
Although, the government continues to supply invest-
ment goods in the middle stages of growth, the piiblic 
investment becomes complementary to the growth in private 
investment. Occurence of market failures during the 
process of development could frustrate the push towards 
maturity; thus the increase in government involvement in 
order "to deal with these market failures. 
5. Musgrave, R.A., 'Expenditure Policy for Development' 
in Geithjman, D.T., (ed.). Fiscal Policy for Industria-
lisation and Developnent in Latin America, University 
of Florida Press, Gainsville, 1974, and 
Musgrave, R.A., Fiscal Systems, OD. cit. 
6, Rostow, W.W., Politics and the Stages of Growth, 
Cambridge University Press, 1971. 
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According -o Musgrave , as the total investmenr 
as a proportion of GNP rises, during the course of 
development, the proportion of public sector investment 
to GIT? declines. On the other hand, Rostow believes 
that as the economy reaches the maturity stage, the mix 
of public expenditures will shift fro— expenditure on 
infrastructure to increasing expenditure on education, 
health and welfare services. However, it must be realised 
that both these models are merely "broad sweeping views 
9 
of the development process". 
2,1.3 Peacocic and Wiseman's Hypothesis of Public 
Expenditure Growth 
Peacock and Wiseman's study is considered as 
one of the best-known analysis of the 'time pattern* of 
public expenditures. Their explanation is concerned 
less with the broad trend and more with the time pattern. 
The basis of their argument was that decisions about 
pviblic expenditure are taken politically, expressed thorough 
the ballot box. They viewed the voter as "an individual 
who enjoyed the benefits of piiblic goods and services but 
who disliked paying taxes," 
7, Musgrave, R.A. in Geithman, D.T. (ed.), oo. cit. and 
Musgrave, R.A., Fiscal Systems, og. cit. 
8, Rostov/, W.W., oo cit. 
9, Brown, C.V., and Jackson, P.M. oo. cit., p. 96 
10. Peacock, A.T. and Wiseman, J., ££. cit. 
11, Brcvm, C.V. and Jackson, ?.;-'. oo. cit,, p, 97. 
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As the economy and thus incomes grov/, tax revenue 
v;ould rise enabling public expenditures to expand in 
consonance with GNP. Therefore, during normal periods 
public expenditure would exhibit a gradual upward trend. 
However, during periods of social upheavals like war, 
famine or some other large-scale disaster, this gradual 
upward trend in public expenditure would be disturbed 
leading to a rapid increase in public expenditure. The 
government would raise taxes to finance this increase, 
which v/ould be acceptable to the people under the prevai-
ling circxamstances. 
2.2 Central Government Expenditure 
The expenditure of the Union Government is broadly 
divided into two categories, viz, 'development expenditure 
and •non-development expenditure'. 
The former, as the term suggests is supposed to 
add to the productive capacity of the economy, directly 
or indirectly, thus, promoting economic growth and develop-
ment. The latter, on the other hand is said to be counter-
productive or detrimental to economic development. As a 
result of this definition of non-developnent expenditure, 
the plans have put an irrational prejudice on developnent 
expenditure in comparison to non-development expenditure. 
24 
However, it is difficult to vvrrite-off all non-development 
expenditures as unproductive because albeit indirectly some 
of these expenditures like those on defence, maintenance 
of law and order, payments of dearness allowances, etc. 
help in increasing the productive capacity of the individual 
and hence the nation as a whole; just as development expen-
diture like those on education, health care, etc. add to 
the well being of a person and the society. 
12 The Reserve Bank of India's classification of 
pxiblic expenditure does not consider expenditure on total 
Central Government sxibsidies, except on food subsidies 
which however, are considered as pari: of expenditure on 
agriculture, which is a component of development expenditure. 
Since subsidies are given in support of a commodity 
through a reduction in its cost or price, their aim is to 
promote economic activity and equitable income distribution. 
However, it is imperative to identify the purpose for which 
they are being given and whether they are being actually 
utilised for the objectives for which they are intended. 
Moreover, the increasing bill of subsidies reduces 
the budgetary resources available for other purposes. Hence 
it is necessary to keep the volume of subsidies within a 
12. Reserve Bank of India, Report on Currency and Finance; 
Various issues. 
25 
reasonable limit so that they do not adversely affect the 
resources available for development purposes. Also all 
subsidies should have a well defined period for which they 
are given and a continuous review of these subsidies and 
the benifits accruing thereof should be made. The Centra 
13 for Monitoring Indian Economy in its report on 1988-89 
Central Government Budget, commented on the "pernicious 
effects of subsidies not only on the public finance but 
also on the economy in general" and the need to curtail 
these subsidies. 
The first report of the Ninth Finance Commission ' 
also referred to subsidies as one of the important causes 
of the rapid increase in the Central Government's revenue 
expenditure. In view of the above discussion it becomes 
necessary for this study to consider subsidies as part of 
non-development expenditure. Hov/ever, at the same time 
it would not be appropriate .to consider all of the subsidies 
as non-development; but as this classification and distinc-
tion is beyond scope of this study, the whole of subsidies 
bill of the Central Governrnent has been included in non-
development expenditures. 
13. Economic Intelligence Service, Centre for Monitoring 
Indian Economy, Basic Statistics Relating to the 
Indian Economy, Vol. I, All India, Aug. 90. 
14, Government of India, Ministry of Finance, Ninth 
Finance Commission, First Report for 1989-90. 
July 1988. 
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siiosic; 
To avoid double counting, the expenditure on food 
.es has been deducted frcn development expenditure 
and the total of Central Government subsidies have been 
added to non—dsvelopnent expenditure. This has altered the 
totals of Central Govemn^ent expenditure, developnent and 
non-development expenditures, as given in the Report on 
Currency and Finance of the Rerserve Bank of India. 
2.3 Growth of Total Central Government Expenditures 
and National Income (GNP). 
Expenditure of the Central Government has risen in 
absolute terms over the past one and helf decades. 
However, this is not a meaningful way of looking at 
expenditure growth, because 'permanent' factors like prices 
and population have increased several fold during this 
period. The reason for taking population as an important 
factor determining the quant\am of expendit\ire is that with 
an increase in the population, the demand for government 
services would also increase hence the increase in 
government expenditure. Moreover, expenditure rise must 
also be considered in view of the rise in GMP. 
Economic Intelligence Service, 
15, Basic Statistics Relating to the Indian Economy, 
Vol. I, oo, cit. p. 78. 
16. The r;eriod of this study, that is, from 1974-75 to 
1989-90. 
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To re.~.ove the effect of price rise. Government 
expenditxare et constant (1970-71) prices has been cal-
culated by deflating the expenditxire figures for each 
17 year by its '.wholesale Price Index (WPI) , therearter 
taking the p-ercentage of this fraction. GNP at cons-
tant prices has also been similarly calculated. 
Per capita expenditure figures have been derived 
by dividing the expenditures for each year by the respec-
18 tive population figures. 
In addition to these, e^cpenditure indices have 
also been calculated for each year both at current and 
constant 1970-71 prices, by equating the 1970-71 expen-
diture and Gi^ P figures to 100 and observing the change 
in expendltxire in each year. Tiiis is done by multiplying 
expenditure for each year by 100 and dividing the whole 
by the base year, i.e. 1970-71 expenditure. 
Apart from these, compound gro-^ -th rates and 
annual growth rates have also be corr^ puted. While the 
latter is calculated by simply taking the percentage 
17. vrnolesale Price Index (WPI), figures are at 1970 
prices and have been taken from the Economic Survey 
Government of India, 1991. 
18. Reserve Bank of India, Report on Currency and Finance, 
Various Issues. 
2S 
of difference in expenditures in two consecutive years 
divided by the expenditure of the previous year. The 
former is calculated v/ith the help of the following 
formula: 
Log E„ - Log E_ 
^ n ^ o 
r (%) = Antilog - 1 
n 
where 
r = Rate of growth of expenditure calculated in 
percentage terms, 
E = Expend!txire in the nth year, i.e. in the year 
1989-90, 
E = Expenditure in the initial year; here it is 
expenditure in the year 1974-75, 
n = Number of years, which is 16 in this case 
(from 1974-75 — 1989-90). 
2,3,1 Growth of Public Expenditure and GNP in Money 
Terms. 
In absolute terms Central Government expenditure 
increased from ?5. 10,699 crore in 1974-75 to Rs. 93,002 
crore in 1989-90, at a compound growth rate of less than 
15 per cent. while the highest annual increase was 
observed in 1984-35 at 23 per cent when expenditure 
increased from Ss, 39,837.8 crore in the previous year 
to Rs. 49,004 crore in the year 1984-85, the lowest growth 
rate was experienced in 1979-SQ at a little above 1 per 
cent, over the expenditure of the previous year. The 
29 
high rate of growth in 1984-85 vras due to two .supplementary 
demands made for grants involving an additional expenditure 
19 
of KS. 1,384 crore . This "additional expenditure was on 
acco\mt of import of fertilizers and plan and non-plan 
20 
releases to public sector enterprises" . According to 
the Economic Survey (1984-85), the rise in both, the 
quantity of fertilizers imported and the prices^ resulted 
in putting a burden on expenditure to the time of Ss. 482 
crore. Increased expenditure was also sought for domestic 
fertilizers because of escalation in input costs, increase 
in production and extention of retention price scheme and 
enhancement of siibsidies for self-employinent schemes and 
to new industrial xinits in backward areas, etc. In 
addition to all these were the implementation of the 
recommendations of the Eighth Finance Commission for the 
year 1984-85^-^. 
On the whole Central Government expenditure 
observed almost a nine time increase during 1974-75 
and 1989-90. The elasticity of Central Government 
expenditure during this period was 1.18. (Table 2.1). 
19. Government of India. Economic Survey, 1984-85. p. 52. 
20. Ibid. P. 52. 
21. Ibid. pp. 52-53. 
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In contrast to the rapid crcv.'th in the Union 
Government expenditure, GN? at factor cost experienced 
a more modest rate of growth, i.e., 11.70 per cent; a 
six-fold increase during 1974-75 and 1989-90. Thus, 
from Ks. 66748 crores in 1974-75, GN? at factor cost, rose 
to Rs. 392524 crores in 1989-90. The growth rates for the 
years 1980-81 and 1988-89 were more than 19 per cent, while 
1975-76 experienced the lowest increase, i.e., 6.28 per cent 
over the previous year 1974-75. (Table 2.1). 
Central Government expenditure index increased from 
186 points in 1974-75 to 1617.6 points in 1989-90. GNF 
index which was 169 points in 1974-75 had risen to 995.6 
points in 1989-90, as can be seen from Table 2.2 and fig. 
1,1. It can be seen that the rise in Central Government 
Expenditure at current prices over the years, i.e., from 
1974-75 to 1989-90, has been greater than the increase in 
GNP at current prices; this is not a favourable trend. 
However, this increase in Central Government expen-
diture and GNP has been a continuous one as can be seen 
from fig. 1.1. An obvious cause of this more or less 
gradual rise is the absence of any large scale distur-
bances during the period (1974-75 — 1989-90) under study, 
Excep- for the 'oil shock' at the end of the Fourth Five 
Year Plan, which resulted in a steep rise in petroleum 
prices, the entire period was a normal one, with factors 
like rise in prices, population and GNP affecting the 
gcverr-ment expenditure to a large degree. 
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2.3.2 Growth of Public Expenditure and GIIP In Real Terms. 
At constant prices (as explained earlier) the rise 
in Central Government expenditure and GNP is far more 
modest than that observed under current prices. Total 
Central Government expenditure at constant prices increased 
at a compound growth rate of 6.89 per cent from Rs.6117 
crores in 1974-75 to Rs. 17775.6 crores in 1989-90; a less 
than 3 - fold increase. While the year 1978-79 observed 
the highest annual growth rate of 20.25 per cent,two years, 
viz, 1979-80 and 1989-90 were found to have negative growth 
rates of 13.56 per cent and 7,62 per cent respectively. 
The elasticity of Central Government expenditure at constant 
prices comes to 2.98, 
GNP at constant prices almost doxibled over the 
period 1974-7 3 to 1989-90; from Rs. 38163.5 crores in 
1974-75 to Ri. 75023.7 crores in 1989-90, at a compound 
growth rate of 4.31 per cent. Several of the years under 
observation viz, 1979-80, 1984-85 and 1989-90 experienced 
negative growth. On the other hand, the year 1985-86 
observed the highest increase over the previous year when 
GNP at constant prices rose from Rs. 54044.6 crores in 
1984-85 to Rs. 65791.6 crores in 1985-86. 
Central Government expenditure index at constant 
prices rose from a 106,3 points (186 points'at current 
37 
prices) in 1974-75 to 309.1 points (1617.6 points at 
current prices) in 1989-90. GNP index at constant prices 
which was 96.8 points (159, points at current prices) in 
1974-75 was 190.2 points (995.6 points at current prices) 
in 1989-90, (Fig. 1.2 and table 2.2). 
The index for Central Government expenditure and 
GNP, at constant prices, was highest in 1988-89 at 334.7 
points and 204.0 points respectively. Here too it can be 
seen that the growth in Central Government expenditure at 
constant prices has far outstripped the growth in GNP at 
constant prices. 
As can be seen from the figure. Central Government 
expenditure at constant prices shows fluctuations through-
out the period. From 1974-75 to 1978-79, there is a rapid 
rise in -cvernment expenditure, followed by a fall in 
1979-80. From 1979-80 to 1981-82 the rise is almost 
negligible. Thereafter from 1981-82 to 1984-85 there 
is a rapid rise and from 1984-85 to 1986-87 there is a 
still steeper rise in this expenditure. Again a steep 
rise during 1987-88 to 1988-89 followed by an almost 
equal fall in 1989-90. 
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GNP shows a nore or less gradual increasa excapt 
in 1984-85 when there is a fall in it. Thus, much of 
the growth in the government exp-enditure since 1979-80 
is only on account of inflation. A comparison of the 
figures 1.1 and 1.2 indicates the difference between 
the crowth of expenditure in nominal and real terms. 
2,3.3 Per Capita Central Government Expenditure and 
Per Capita GNP at Current and Constant Prices 
The rise in per capita Central Government expen-
diture at current prices was from Rs. 178.31 in 1974-75 
to 8s. 1134,17 in 1989-90; at constant prices the per 
capita Central Government expenditure increased from 
Rs, 101,95 in 1974-75 to Es, 216,77 in 1989-90 which is 
far less than the increase in the previous case. That 
is, while at current prices the compound growth rate 
during 1974-75 and 1989-90 was 12.25 per cent (a 6 -
fold increase), it v/as only 4.82 per cent (a 2 - fold 
increase) at constant prices, (Table 2.3). 
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Moreover, compared to total Central Government 
expenditure, at current prices, the increase in per 
capita expenditure is only four-fold, while, the increase 
in the previous case is more than eight times. Thus, 
reinforcing the fact that population is yet another impor-
tant factor influencing the growth of government expendi-
ture. At constant prices, the increase in per capita 
expenditure is only 2 - fold whereas increase in total 
Central Government expenditure is almost 3 - fold. 
At the same time, the per capita GNP at current 
prices more than quad-rupled over the period 1974-75 to 
1989-90 at an annual average growth rate of 9.54 per cent 
from Rs. 1112.46 in 1974-75 to Rs. 4786.87 in 1989-90. Per 
capita GNP at constant prices grew at 2.29 per cent from 
Rs. 636.05 in 1974-75 to Rs. 914.92 in 1989-90; a less than 
two - fold increase. (Table 2.3) . 
At current prices, per capita Central Government 
expenditure declined marginally in the year 1979-80, 
from Rs. 311.95 in 1978-79 to Rs. 311.05 in 1979-80. At 
constant prices this expenditure declined in the years, 
1979-80 (from Rs. 167.89 in 1978-79 to Rs. 142.94 in 
1979-80), 1984-85 (from Rs. 172.69 in 1983-84 to Rs. 170.46 
in 1984-85) and 1989-90 (from Rs. 237.56 in 1988-89 to 
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Rs. 216.n in 1989-90). Per capita G:^ P at constant prices 
also showed declining trends in several of the years, viz., 
1979-30, 1980-81, 1984-85 and 1989-90. 
2.3,4 Central Government Expenditure as Percentage of GNP 
The share of Central Govemment expenditure in 
GNP has increased from 16.02 per cent in 1974-75 to 23.69 
per cent in 1989-90. However, this share has not shown an 
upward trend throughout the period xinder observation^ 
(Table 2.4). In fact several of the years have observed a 
fall in this share as compared to the previous year. For 
instance, from 21.96 per cent of GNP in 1978-79, Central 
Government's share declined to 20.31 per cent in 1979-80. 
Although, it increased marginally to 20.81 per cent of 
GNP in 1980-81, it declined to 19.79 per cent in 1981-82. 
Again, in the years 1985-86 and 1986-87 this share declined 
to 23.35 per cent (from 23.65 per cent in 1984-85) and 
22.28 per cent (from 23.35 per cent in 1985-86) respectively. 
The years 1988-89 and 1989-90 also saw a decline in this 
share of Central Government expenditure in GNP. 
While the share of Central Government expenditure 
in GNP was lowest in 1974-75 at 16.02 per cent, it was the-, 
highest in 1987-88 at 24.55 per cent. 
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2.3.5 Share of Major Sxpendit-jire Cc.-nponents in General 
Government Expenditure 
For the purpose of this study. Central Government 
expenditure has been broken do>m into 'development' and 
'non-development' expenditures. These expenditures are 
further subdivided into revenue and capital expenditures. 
While the share of develorxnent expenditure in 
Central Government expenditure has increased from 26.93 
per cent (Rs. 2881.9 crores at current prices) in 1974-75 
to 33.33 per cent (Rs. 31007 crores at current prices) in 
1989-90; the share of non-developsnent expenditure in 
Central Government expenditure has increased from 43.59 
per cent (Rs. 4665.1 crores at current prices) in 1974-75 
to 54.19 per cent (Rs. 50400 crores at current prices) in 
1989-90. (Table 2.5.) 
Share of development expenditure in Central 
Government expenditure was largest in 1985-86 at 37,21 
per cent (Rs. 20165.7 crores at current prices) and the 
share of non-development expenditure in Central Govern-
ment expenditure was largest in 1989-90 at 54.19 p-er cent 
(Rs. 50400 crores at current prices) # (Table 2.5). 
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Although the shares of both developnent and non-
development expenditures in Central Government expenditure 
have shown rising trends over the period 1974-75 to 1989-90, 
the share of non-development expenditure has throughout been 
greater than that of development expenditure. 
When these two expenditure categories are examined 
in terms of a break-up of revenue and capital expenditures/ 
it is observed that the share of revenue expenditure under 
both development and non-development categories has been 
higher than the share of capital expenditure under both the 
categories viz., development and non-developnent. 
While developnent revenue expenditure claimed 13,66 
per cent of Central Government expenditure in 1974-75, 
the share of development capital expenditure was 13.25 
per cent in the same year. However, while the share of 
the former had risen to 26.02 per cent in 1989-90, the 
latter's share in Central Government expenditure had 
declined to 7.31 per cent in the same year, with constant 
fluctuations observed throughout the period 1974-75 to 
1989-90. 
Non-development revenue expenditure share in 
Central Government expenditure showed a rise from 41.62 
per cent in 1974-75 to 49.75 per cent in 1989-90. At 
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the sane time the share of non-development capital 
expenditure in Central Government expenditure increased 
from 1.97 per cent in 1974-75 to 4.43 per cent in 1989-90. 
However, this trend in the non-developraent capital expen-
diture share is in contrast to the trend for development 
capital expenditure share, which was a declining one. But/ 
it v;ould be misleading to interpret this as saying that 
share of non-development capital expenditure in Central 
Government expenditure has shown a gradual upward trend; 
because there have been steep fluctuations in this share 
over the period 1974-75 to 1989-90. While the lowest 
point was reached in 1979-80 at 1.44 per cent, the highest 
was at 4.66 per cent in 1988-89. 
2,4 Concluding Observations 
In spite of the observed general upward trend in 
Central Government expenditure during 1974-75 to 1989-90, 
it becomes clear from the above analysis that this rise can 
be to a large extent explained by the rise in prices, 
population and GNP; which have been termed as 'permanent' 
factors affecting expenditure growth. In addition to these, 
the rising expenditure bill of the Central Government is 
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a result of the implementation of the recommendations 
of the Fourth Pay Comirdssion and the Seventh and Eighth 
Finance Commission and the accent on industrialisation in 
the five year plans especially in the Seventh Five Year 
Plan. Added to all this has been the steep rise in oil 
prices at the end of the Fourth Five Year Plan. However^ 
at this stage it is not possible to identify the actual 
reason for this growth except in aggregate forms. 
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CHAPTER III 
NON-DEVELOPMENT EXPENDITURE IN INDIA 
This chapter is mainly concerned with the aggregate 
trends in the 'non-development' expenditure contents of 
the Central Government. Various ratios have been used 
relating non-development expenditure to gross national 
product (GNP), population growth, prices and the total 
expenditure of the Central Government, 
3.1. Composition of Non-Development Expenditure of the 
Central Government 
Non-development expenditure of the Central Govern-
ment can be classified into two broad categories viz^, 
'non-development revenue expenditure' and 'non-development 
capital expenditure'. These categories can be sub-divided 
into various components of non-develop«nent expenditure. 
Non-development revenue expenditure includes 
expenditure on: 
(i) Defence (net) 
(ii) Interest payments 
(iii) Administrative Services 
(a) Police 
(b) Public Works 
(c) External Affairs 
(d) Other administrative services. 
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(iv) Total of Cental Government Subsidies 
(v) Grants-in-aid to States and Union Territories 
for non-development purposes 
(vi) Collection of taxes and duties 
(vii) Audit 
(viii) Currency, coinage and mint and other general 
services 
(ix) Compensation and assignments to local bodies 
(x) Technical and economic cooperation with other 
countries 
(xi) Accounting transfers and write backs 
(xii) Postal Services (net), 
The non-development capital expenditure, which 
in comparison to the form.er, forms a small proportion 
of the total non-development expenditure of the central 
Government includes expenditure on: 
(i) Defence 
(ii) Others; which includes outlay on general 
services like India Security Press, Currency, 
Coinage and Mint (including subscription to 
International Monetary Fund), 
3.2, Aggregate Trends in Non-Development Expenditure 
The causes of the growth of non-development 
expenditure are generally ascribed to apparent and 
real factors, such as population grov/th, money supply. 
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etc. Apart, from these, there are certain basic factors 
V7hich have played a prominent part in the evoluticn of 
trends in non-development services, like the democratic 
way of life and the concept of welfare state , Moreover, 
urbanisation and the complexity of modem life have also 
contributed to the growth of non-development expenditure, 
in the form of increased demand for law and order, etc. 
Problems like adverse terms of trede, inflation, 
etc., which are ag^^ravated by the process of industriali-
zation, development and the consequent urbanisation call 
for governmental intervention to set things right. Thus, 
to be able to overcome these problems and imbalances in 
the modem society, the government has to expand its 
administrative machinery and other related services 
resulting in additional expenditures on non-developmental 
services. However, the main factors which are considered 
responsible for the rapid growth of non-developcnent 
expenditure are - excessive reliance on borrowings in 
previous years, increasing trend of subsidies and large 
defence expenditure. These three items take 70 to 75 
per cent of non-development expenditure. 
1, Singh, V.K. : £2, cit, p. 117 
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3.2,1. Grov;-bh in Mon-Develop-nent Expenditure 
Total non-development e:cpenditure of the Central 
Government which comprises of both revenue expenditure 
and capital expenditure has increased by more than 10 
times in money terms over the period of study, i.e., 
from 1974-7 5 to 1989-90. "The key issue to face is 
indeed the relentless rise of the non-development 
expenditure of the government., including expenditure on 
armed services and the organs of law and order which are 
2 
given the highest priority by the government" . 
At more than 16 per cent growth rate the total 
non-deveiop—ent expenditure in money terms increased 
frc- Rs, 4665.1 crore in 1974-75 to Rs, 50400 crore in 
1989-90, In terms of index nximbers this increase was 
from. 170 points in 1974-75 to 1841 points in 1989-90 
(1970-71 = 100). The year 1980-81 saw the highest 
increase, that is, 34,60 per cent over the previous 
year when non-developnent expenditure grew from Rs, 8333.2 
crore in 1979-80 to ?s, 11890.3 crore in 1980-81. 
Large-scale imports of foodgrains for a considera-
ble period of planning to meet the needs of the rapidly 
growing population ton one hand and inadequate domes-Lc 
2, 3.M., 'Early Firuits of Mev.' Scononic Policies', 
£conoric and Political vweekly. Vol, XX, No. 32, 
August 10, 1985. p. 1339* 
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foodgrains production on the other, resulted in consi-
derable pressure on the already adverse balance of 
payments. Added to this.was the oil shock of 1979 
which resulted in a 3 - fold increase in the prices of 
crude oil from the level of 1978. Another factor which 
contributed to this rapid rise in 1980-81 v/as the 
drought of 1979, resulting in a fall in the foodgrains 
production by 17 per cent and a decline in the NDP 
(Net domestic product) by 6 per cent. This shortfall on 
the supply side generated considerable inflationary 
pressures. However, the situation improved marginally 
in the next year; 1981-82 witnessed a negative growth 
rate of 0.79 per cent in the non-developnent expenditure 
over the previous year, when non-developnent expenditiire 
declined to Rs. 11796,3 crore from Rs, 11890,3 crore in 
1980-81. 
3.2,2, Real Growth in Non-Development Expenditure 
The observed trend in non-development expenditure 
at constant prices is very different to that observed 
under current prices, in the sense that the growth under 
constant prices is not as sharp as observed in the 
previous case, due to the elimination of the inflationary 
effect of prices. 
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At constant prices,' total non-developnent 
expenditure almost quadrupled from Rs, 2,667 crore in 
1974-.75 to Rs. 9,633 crore in 1989-90 at a rate of 8.35 
per cent. Index of non-developnient expenditure at 
constant prices rose fro- 97.44 points in 1974-75 to 
351.95 points in 1989-90 (1970-71 = 100). This expendi-
ture was highest in 198S-S9 at ?^ . 9940 crore (363.17 points) 
This could be attributed partly to the "dan^pening effects 
on the economy of the previous four successive years of 
3 
poor monsoon" and partly to "the large draft on 
domestic savings in recent years against a near stagnant 
A 
domestic savings rate" which has "led to a doubling of 
interest payments" . The net result has been a rise 
in the proportion of non-development expenditure in total 
government expenditure from 1935-86 to 1988-39, 
The general upv/ard trend in non-development 
expenditure however, also witnessed negative gro^ .vth, 
particularly in the years 1979-30, 1981-82, 1984-85 and 
1989-90, when grov/th rates fell to (-) 10.64 per cent, 
(-) 9.26 per cent, (-) 0.31 per cent and (-) 3.08 per cent 
respectively, vfnile the highest rate of growth was 
3. Government of India, :-4inistry of Finance ''' 
Economic Survey, 1983-89. p. 71 
4. Government of India, Ministr;,^  of Finance 
Economic Survey, 1959-90, p. 76, 
5. Ibid. p. 76. 
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witnessed in 1985-86 at 31,14 per cent over the previous 
year, the lov/est growth rate was (-) 10.64 per cent in 
1979-80 over the expenditure in 1978-79. 
3.2.3. Growth in Per Capita Non-Developnent Expenditure 
In money terms per capita non-development expendi-
ture increased from Rs. 77.75 in 1974-75 to Rs. 614.63 in 
1989-90 at a growth rate of 13.79 per cent. The increase 
at constant prices v/as from Rs. 44.45 in 1974-75 to Rs. 117.47 
in 1989-90 at a gro'vrth rate of only 6.26 per cent. >7hile 
the increase in money terms was almost 8 times during 
1974-75 and 1989-90, at constant prices this increase was 
less than 3 - fold thus bringing forth the fact that 
inflation is a major factor influencing the groxrth in 
expenditure. Also when growth in non-development expendi-
ture and per capita non-developnent expenditure in absolute 
terms are compared it can be seen how the growth rate 
declines in the latter case; it further declines, when 
per capita non-development expenditure at constant prices 
is considered. 
At current prices, the highest rate of growth was 
30.71 per cent in the year 1980-81 when per capita non-
development expenditure increased to Rs. 172.32 from 
Rs. 131.63 in 1979-80. The lowest growth rate was at 
(-) 2.21 per cent in 1981-82 when this expenditure fell 
to Rs. 168.51 from the previous years expenditure of Rs.l72.32. 
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Table 3.2 : Growth In Per Capita Non-Development Expend!-
ture at Current and constant Prices. 
(Rupees) 
Per Capita Non-
Year Development Expendi-
ture at Current Prices, 
Per Capita Non-Develop-
ment Expenditure at 
Constant Prices 
1974-75. 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
77.75 
97.76 
105.28 
115.50 
127.88 
131.83 
172,32 
168.51 
200.42 
242.74 
285.69 
340.23 
401.74 
456.74 
532.59 
614.63 
44.45 
56,50 
59.61 
62.15 
68.82 
60.58 
66.97 
59.90 
69.42 
76.81 
74.53 
96.46 
107.64 
113.08 
122.71 
117.47 
rb 7.9% 6.2% 
a = Method has been given in the text, 
b = Compound growth rate. 
Source ; As for Table 3.1 
Computed. 
62 
At constant prices, the per capita non-development 
expenditure showed the maximum rate of growth 29.42 per 
cent in 1985-86 when this expenditure increased from 
Rs. 74.53 in 1984-85 to Rs. 96.4'6 in 1985-86. VThile the 
years 1979-80, 1981-82 and 1984-85 observed negative 
growth rates, the minimum growth was observed in 1979-80 
at (-) 11,97 per cent when per capita non-development 
expenditure declined to Rs. 60.58 from HS. 68.82 in 1978-79. 
3.2,4 Non-Development Expenditure as a Proportion of 
National Income. 
The proportion of non-development expenditure in 
the gross national product (GNP) has not been constant 
over the period 1974-75 to 1989-90. However, one does 
observe an overall increase in the share of non-development 
expenditure in GNP during the period xinder study, viz. 
1974-75 to 1989-90. (Table 2.4). 
While at the beginning of the period i.e. in 
1974-75 the share of non-development expenditure in GNP 
was 6.98 per cent, it almost dotibled to 12.83 per cent 
1989-90. However, years like 1977-78, 1979-80, 1981-82 
and 1988-89 saw a fall in the share of non-developnent 
expenditure in GNP over the share in the previour years. 
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3,2.5. Non-Development Expenditure as a Proportion of 
Total Central Government Expenditure 
It is worthwhile to take into account the portion 
of total Central Government expenditure that is used up 
by the non-developnent component. The share claimed by 
non-development expenditure has gradually risen over the 
period xinder study. From 1974-75, when it was 43,59 per 
cent of total Central Government expenditure, non-develop-
rr.ent expenditure increased to 5.49 per cent in 1989-90, 
when this share was maximum as observed for the whole 
period (Table 2.5), 
The share of non-development expenditure in total 
Central Government expenditure was lowest in 1978-79, 
at 40.99 per cent. Inspite of the general upward trend, 
three years from 1976-77 to 1978-79 observed constant 
reduction in this share, from 43.81 per cent in 1976-77 
to 42,49 per cent in 1977-78, to 40.99 per cent in 
1978-79. Two more years, that is, 1981-82 and 1984-85 
observed a fall in this share in comparison to the 
figxires of the preceding years, i.e., 1930-81 and 
1983-84. 
3.2,6. Share of Non-Development - Revenue and Capital 
Expenditures in Total Government Expenditure 
and GNP. 
As can be seen from Table 2.5 non-development revenue 
expenditure has throughout claimed a larger proportion of 
tctal Union expenditure. In contrast, non-development 
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capital expenditure got only a very small share in the 
total expenditure of the Central Government, throughout 
the period (Table 2.5). 
From 41.62 per cent of total Central Goveimment 
expenditure in 1974-75, the non-development revenue 
expenditure rose to 49,75 per cent in 1989-90. At the 
same time the share of non-development capital expenditure 
increased from 1.97 per cent in 1974-75 of the total Union 
expenditure to 4.43 per cent in 1989-90. 
The shares of both non-development - revenue and 
capital - expenditures witnessed fluctuations over the 
years. The share of the former in total Central Govern-
ment expenditure saw declining trends for three consequtive 
years from 1976-77 to 1978-79 and again in th*e years 1981-82 
and 1987-88. The percentage of non-development capital 
expenditure in total Central Government expenditure 
declined in 1976-77, 1977-78, 1979-80 and 1981-82. V/hile 
the proportion of non-development revenue expenditure was 
highest in the year 1989-90, at 49.7 per cent, it was 
lowest in 1982-83 at 40.5 per cent. Non-development capital 
expenditure as a proportion of total Central Government 
expenditure was highest in 1988-89 at 4.6 per cent and 
lowest at 1.4 per cent in 1979-80. 
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Table 3.3. Grcvrth in the Shares of Non-Develor^ment -
Revenue and Capital Ex-penditures in Gross 
National Product. 
(Percentage) 
Non-Developnent Non-Develojxnent 
Year Revenue Expenditure Capital Expenditure 
1974-75 6.6 0.3 
1975-76 7.7 0.6 
1976-77 8.1 0.3 
1977-7S 8.0 0.3 
1978-79 8.4 0.5 
1979-30 8.3 0.2 
1980-31 8.9 0.7 
1981-82 7.8 0.3 
1982-83 8.6 0.4 
1983-84 8.7 0.7 
1984-85 9.7 0.6 
1985-86 10.7 0.4 
1936-87 11.6 0.5 
1987-88 11.2 1.0 
1988-89 11.2 1.1 
1989-90 11.7 1.0 
Source: As for table 2.1 
Computed 
C O 
The respective shares of these two ~£;or cc~po-
nents of ncn-developrrient expenditure in. GM? have shown 
the follov;ing trends. vrnile non-developnent revenue expen-
diture increased from 6.6 per cent of GNP in 1974-75 to 
11.7 per cent of GNP in 1989-90, the share of non-develop— 
nent capital expenditure in GNP rose from 0,3 per cent 
in 1974-75 to 1.OC per cent in 1939-?0 (Table 3.5). 
Although, ever the years both non-development revenue 
expenditure and non-development capital expenditure have 
increased as a proportion of GNP, the rise has not been 
consistent as can be seen from the table 3,3. The years 
1977-78, 1979-80, 1981-S2, 1987-88 and 1988-89 witnessed 
a fall in the proportion of non-development revenue 
expenditure in comparison to the preceding years. The 
percentage of non-develorxnent capital expenditure declined 
in the years 1976-77, 1977-78, 1979-80, 1981-82, 1984-85 
1985-86 and 1989-90. The share of non-development capital 
expenditure was largest in 1988-89 at 1.1 per cent and 
lowest in 1979-80 at 0.2 per cent. 
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3.2.7. Shares of T^on-Develop.r:ent - Revenue and Ca-citsl 
Expenditures in Total T^cn-Develorrrnent Expenditure. 
While non—development revenue expenditure has 
clairned more than ninety per cent of total non-develotxnent 
expenditure throughout the period of study, the share 
of ncn—development capital expenditure has been oelow 
ten p-er cent in the total non—development expenditure 
(Table 3.4) . 
The claim.s of non-development revenue expenditure 
in total non-developmenf expenditure declined from 95.4 
per cent in 1974-75 to 91.8 per cent in 1989-90 with 
fluc-u.ations in some years. This proportion was largest 
in 1979-80 at 96.5 per cent and sm.allest in 1988-89 at 
90.9 per cent. The share of non-development capital 
expenditure in total non-development expenditure almost 
doubled from 4,5 per cent in 1974-75 to 8.1 per cent in 
1989-90, with constant fluctuations observed throughout. 
While the percentage of non-development capital expenditure 
in total non-development expenditure was largest in 
1988-39 at 9 per cent, it was smallest in 1979-80 at 
3.4 -oer cent. 
C O 
'T';:>vT ^ in the Shares of JTon-Develocment -
Revenue and Capital Zxrenditures in Total 
• • • • ^ • _ , I • • • • • » • • 1 ^ , • ! I I . 1 . I ^ 11 I I I I I I • I • 
>7cn~Development Sxioenditure 
(Percentage) 
Year 
Non-Development 
Revenue Exoenditure 
Non-Deve lopm.ent 
Capital SxToenditure 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-32 
1982-83 
19 33-34 
1984-85 
1985-86 
1936-87 
1987-88 
1988-39 
1989-90 
95.4 
92.2 
95.3 
96.2 
93.7 
96.5 
92.1 
95.6 
94.8 
92.2 
94.1 
96.0 
95.6 
91.2 
90.9 
91.8 
4, 
7. 
4, 
3, 
6. 
3, 
7, 
4, 
5, 
7. 
5. 
7 
6 
7 
2 
4 
8 
3 
1 
7 
8 
3.9 
4.3 
8.7 
9.0 
8.1 
Source : As for Table 3.3 
ComiDuted 
69 
3.3.1 Concludir.c Observations 
The major factor responsible for the growth in 
non-development expendit^ire of the Central Governir:ent 
is the price rise over the years which contributed sub-
stantially to the rise in non-development expenditure 
over the years. In addition to this are factors like 
population growth, deteriorating law and order situation, 
natural calamities like drought and cyclones, the rapidly 
increasing import bill of the government on account of the 
•oil shock' in the latter part of the seventies - rising 
salaries and wages bill of the Central Government - as 
a direct consequence of both, the im.plementation of the 
recommendations of the Fotirth Pay Commission and the 
increasing employment in the public sector. Lastly the 
increasing tensions with Pakistan have also contributed 
to the rising volume of non-development expenditure. 
CHAPTER IV 
MAJOR COMPONENTS OF NON-DEVELOPMENT SXPENDITURE 
I n t h i s c h a p t e r an a t t e n p t h a s been made t o 
b r i n g o u t t h e c h a r a c t e r i s t i c s o f g rowth i n each o f 
t h e major n o n - d e v e l o p m e n t e3q>enditure conponen t s o f 
t h e C e n t r a l Government , To make t h e a n a l y s i s more 
f r u i t f u l , t h e a g g r e g a t e non-deve lopment e^qsendi ture 
i s c l a s s i f i e d i n t o i n d i v i d u a l c a t e g o r i e s ^ i . e . , 
i n t e r e s t p a y m e n t s , d e f e n c e , a d m i n i s t r a t i v e s e r v i c e s , 
s u b s i d i e s , c o l l e c t i o n o f t a x e s , g r a n t s - i n - a i d f o r 
n o n - d e v e l o p m e n t a l p u r p o s e s and c u r r e n c y , c o i n a g e and 
m i n t . However, t h e t r e n d s of a l l t h e c a t e g o r i e s o f 
n o n - d e v e l o p m e n t e x p e n d i t u r e have n o t been exa«»ined. 
T h i s s t u d y h a s c o n c e n t r a t e d o n l y on t h e growth p a t t e r n 
o f t h e f o u r major i t e m s of non-deve lopmen t e35)endi tu re 
i , e , , i n t e r e s t p a y m e n t s , d e f e n c e e^qsend i tu re . C e n t r a l 
Government s u b s i d i e s , and e x p e n d i t u r e on a d m i n i s t r a t i v e 
s e r v i c e s . 
4 . 1 . I n t e r e s t Payments 
The govemsnent accoxonts c l a s s i fy i n t e r e s t 
payments into* (a) ordinary debt, (b> unfunded debt/ 
Cc) other obl iga t ions and (d> appropriat ions for 
reduction or avoidance of debt. Since the growth of 
i n t e r e s t payments i s d i r ec t ly r e l a t ed to the inc rea -
s ing re l iance on borrowings undertaken by the govern-
ment for financing publ ic investments, the burden of 
i n t e r e s t payments i s dependent upon the nature of 
p u b l i c debt and the purpose for which i t i s used. 
However, t i i i s does not inply that i f the loans are 
r a i s e d for productive purposes the debt servicing 
charges vrould not be a burden. If t h e re turns on 
t he se investments are comparatively low then the debt 
would become burdensome. 
2 According to the Reserve Bank or India Bullet in 
t h i s "increased r e l i ance on market borrowings for finan-
cing development p lans has resul ted in a steady growth 
in the i n t e r e s t l i a b i l i t y of the government". The pro-
blem of increas ing i n t e r e s t payments has been fur ther 
1. Singh, V.K, CO, d t . , 1986, p . 141. 
2. Reserve Sank of India , Monthly Bul le t in . June 1987, 
p . 449. 
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emphasised by the Economic Survey of 1989-90, 
which states that "it is a matter of concern that 
a significant part of the borrowed resources goes 
towards covering revenue deficit of Government*. 
During the Seventh Plan period, the Centre placed 
heavy reliance on borrowings to bridge the g^ 
between its e^qjenditure and revenue. As a result of 
this there has been a "Steep rise in outstanding debt 
4 
and i n t e r e s t payment". The s i t ua t i on has been com-
pounded by the f a c t t h a t most of these borrowings 
have been used to finance current consuirption esqpen-
d i t u r e . ^ 
4 , 1 , 1 , Growth in I n t e r e s t Payments in Money Terms 
As a consequence of l a rge sca le borrowings, 
t h e r e has been a subs t an t i a l increase in the outgo 
on account of i n t e r e s t payments - from only as 1000,8 
c r o r e s in 1974-75 to Rs 17,000 crores in 1989-90. 
Index of i n t e r e s t payments (1970-71 = 100) a t current 
3 , Government of Ind ia , Economic Survey, op^, c l t , 1989-
90, p , 75 . 
4 . Kamat, D, 'Soaring Cost of Public Debt ' , The Economic 
Times, April 19, 1990, p . 11, 
5, I b i d . , p , 11, 
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p r i c e s r o s e from 165 p o i n t s i n 1S74-75 to 2S07.5 
p o i n t s i n 1989-90 (F ig , 3.1>. The e l a s t i c i t y of 
i n t e r e s t payments with r e spec t t o GNP i s 1.5 over t h e 
p e r i o d (Table 4 .1> . 
Thouc^ t h e corrpound growth o v e r t he pe r iod 
197 4-7 5 t o 1989-90 has been 19 p e r c e n t , t h e h ighes t 
annual grov/th was recorded a t 25,9 p e r cent in 1988-
89 and t h e lowest a t 10.6 p e r cen t i n 1977-78. The 
cause f o r t h i s h igh r a t e of growth i n 19 88-89 i s " the 
l a r g e d r a f t on domestic savings i n r e c e n t yea r s aga ins t 
5 
a n e a r s t agnan t domestic saving r a t e " » which "has i n e -
v i t a b l y l e d t o a doubling of i n t e r e s t payments from 
8s 8006 c: 
( R . 2 , ) " . ' 
r o r e s i n 19 85-86 t o Ss 16 331 c r o r e s i n 1988-89 
7 
As i n t e r e s t payments a re a d i r e c t consequence 
S 
of t h e growing volume of borrowings / wi th the c e n t r e 
i n c u r r i n g a l a r g e revenue d e f i c i t , y e a r a f t e r yea r . 
6, Government of I nd i a , Economic Survey, o p . c i t , 
1989-90, p . 76 . 
7 , Ib id .> p . 76 . 
8, Nair , R, 'Bconomy i n 2 : ^ e n d i t u r e Holds the Key*, 
The Sconoraic Times, <April 19, 1S90, p . 11, 
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FJg. 3-2 Index of interest payments at constant pr ices, 
1 9 7 4 - 7 5 to 1 9 8 9 - 9 0 . 
t h e s e borrowings have become unavoidable. This i n 
tu rn pushes xip current essp^iditure through higher 
9 
outgo on account of i n t e r e s t payments. 
A dis turbing feature tha t has been observed 
over the years i s , t ha t , the ' incremental outstanding 
l i a b i l i t i e s ' have shown an upward t rend . The share 
of i n t e r e s t payments caxne to 47.6 pe r cent in 19S9-90 
(R.£>. As a r e s u l t of t h i s a la rge port ion of the 
f resh borrowing contracted each year wi l l be siphoned 
ou t in the form of i n t e r e s t payments. 
Another feature t h a t has been observed i s t h a t 
although the share of publ ic debt in t o t a l l i a b i l i t i e s 
has declined over the years the share of 'other l i a b i l i -
t i e s ' has increased. This i n c l i e s a "greater burden as 
some instruments of borrowings l i ke provident funds and 
small savings have provis ion for the conpounding of 
i n t e r e s t . " ^ ^ 
9 . I b id . , p . 11. 
10. Kamat, D, OT:>, c i t . , i ^ r i l 19, 1990, p . 11. 
11. Ib id . , April 19, 1990, p . 11. 
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4 . 1 , 2 . Growth in I n t e r e s t Payments in Real Terms 
I n t e r e s t payments a f te r being def la ted by the 
Wholesale Pr ice Index (WPI) showed a l e s s steep r i s e 
over the per iod 1974-75 to 1989-90. From Rs 572 crores 
i n 1974-75 they grew a t a corrpound growth r a t e of 11.46 
p e r cent , to reach Rs 1249 crores in 1983-90 # thus 
recording a 5-fold inc rease . However, t h i s r i s e i s far 
l e s s than the absolute r i s e in i n t e r e s t payments both 
i n terms of volume and growth r a t e . The index of i n t e -
r e s t payments (1970-71 = 100> a t constant 1970-71 p r i c e s 
i nc reased from 95 p o i n t s in 1974-7 5 to 536 po in t s i n 
1989-90 (Table 4 .1 and Fig. 3 .2 ) . 
I n t e r e s t payments a t constant p r i c e s recorded 
the highest growth (34,8 per cent) in 1985-86 when the 
expenditure under t h i s item increased from Rs 1578 crores 
i n 1984-85 to Rs 217 2.5 crores i n 1985-86. The annual 
r a t e of growth was lowest in 1979-80 a t (-> 1.37 per 
c e n t . The e l a s t i c i t y of i n t e r e s t payments a t constant 
p r i c e s i s 2.3; i t shows a r e l a t i v e l y f a s t e r growth to 
GNP. Also the e l a s t i c i t y f igure at. constant p r i c e s i s 
g rea te r than a t cur ren t p r i c e s . Thus, inplying t h a t 
t h e i n t e r e s t payments a t constant p r i c e s are more re pen-
s ive to changes i n GNP, than a t cur ren t p r i c e s . 
79 
Another year which shows negat ive growth 
( -0 .33 pe r cent) i s 1989-90. However, since the data 
fo r 1989-90 i s only the budget est imate/ i t cannot be 
ta)cen as the ac tua l and would be h igher i f the ac tua l 
f i gu re s are taken for t h a t year . 
4 . 1 . 3 . Growth in Per Capita I n t e r e s t Payments at 
Current and Constant Pr ices 
The per Cc5)ita i n t e r e s t payments a t current 
p r i c e s have grown from l e s s than Rs 17 in 1974-75 to 
8s 207 in 1989-90 an increase of more than 12 t imes. 
The h ighes t annual growth (22.8 p e r cent> was recorded 
in 1988-89 and the lowest (8.92 pe r cent) i n 1977-78, 
These years correspond to the years of h ic^es t and 
lowest growth, r espec t ive ly , i n i n t e r e s t payments in 
money terms. 
The compound growth r a t e s of pe r cap i ta i n t e r e s t 
payments - 17 per cent i s not in keeping with t he low 
1.97 per cent conpound growth observed for population 
during 1974-75 to 1989-90; the growth in population 
was l e s s than two times for the e n t i r e period. Thus, 
t he e n t i r e increase in i n t e r e s t payments cannot be 
e:q3lained by populat ion growth. This makes i t necessary 
to stuc3y the per c a p i t a i n t e r e s t payments a t constant 
p r i c e s . 
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Per cap i t a i n t e r e s t payments at constant pr ices 
(1970-71> increased from less than Ss. 10 in 1974-75 to 
Rs, 39,6 2 in 1989-90 (Table 4.1>, These figures are much 
below the per cap i t a i n t e r e s t paynjents under current p r i c e s . 
While the inc rease was 4 times during 1974-7 5 and 1989-90, 
with con^>ound growth r a t e at 9.31 pe r cent, four years had 
negat ive growth r a t e s , v iz , 1979-80» ( -2.84 per cent ) , 
1980-81 (-1.52 pe r cent) , 1984-85 (-0.28 pe r cent) and 
19 89-90 (-1.54 per cen t ) . The h ighes t growth r a t e was 
recorded i n 1985-86 at 33.03 per cen t . 
4 , 1 . 4 . I n t e r e s t Payments as Percentage of GNP, and Total — 
Central Government and Non-Develooment Excenditures 
The share of i n t e r e s t payments i n GNP rose from 1,4 
per cent in 1974-7 5 to more than 4 p e r cent in 1989-90. 
I t s share in Total Central Government E:^enditure increased 
from 9.3 pe r cent in 1974-75 to 13.2 pe r cent in 1989-90. 
I n t e r e s t pajuients as percentage of both GNP and Central 
Government e^roenditure almost doubled from 1974-75 to 
19 89-90. The r a t i o of i n t e r e s t payments in to ta l non-
development e ^ e n d i t u r e increased from.21.4 per cent in 
1974-75 to 23.7 pe r cent in 1989-90. 
= •5 
4 , 2 Defence E x p e n d i t u r e 
A n o t h e r major i t e m of non -deve lopmen t e^^ jendi ture 
of t h e Union Government i s t h e e3<pendi ture on d e f e n c e . 
"Defence e j c e n d i t u r e i n I n d i a h a s d e v e l o p e d an i n - b u i l t 
momentum of i t s own q u i t e u n r e l a t e d t o t h e economic 
d e v e l o p m e n t s i n t h e c o u n t r y " . .« 12 
I n c r e a s e i n t h e a l l o c a t i o n f o r d e f e n c e e s ^ e n d i t u r e 
13 h a s become a r e c u r r i n g annual phenomenon. I n v iew of 
t h i s t r e n d i n d e f e n c e esq^endi ture i n r e c e n t y e a r s , i t 
w o u l d be a p p r o p r i a t e t o examine I n d i a ' s de fence e ^ e n -
14 d i t u r e from d i f f e r e n t p o i n t s o f v i e w . Some a r e of t h e 
o p i n i o n t h a t i t i s an i l l founded n o t i o n t h a t t h e de fence 
s p e n d i n g h a s been r i s i n g s t e e p l y e v e r y y e a r . I t h a s been 
a r g u e d t h a t d e f e n c e e : ^ e n d i t u r e / a s a p r o p o r t i o n of b o t h 
GNP and C e n t r e ' s e ^ e n d i t u r e h a s r e m a i n e d unchanged 
o v e r t h e p e s t d e c a d e and more. 
1 2 . Gandhi , V,P, ' I n d i a ' s S e l f - i n f l i c t e d Defence B u r d e n ' , 
Zconomic and P o l i t i c a l Weekly, V o l , 12 , No, 35, 
Augus t 3 1 , 197 4, p p . 1485-94. 
1 3 . 'De fence E j^ j end i tu re - Rea l and i t o p a r e n t B u r d e n ' , 
Economic and P o l i t i c a l VJeekly, Vol' . XX, No. 12, 
March 23 , 1985, p . 478 . 
14 . Andrews, S, 'Manpower C o s t s S t a c c e r i n g ' , The Economic 
T imes . A p r i l 19 , "1990 , p . 1 0 . 
1 5 . I b i d . , p . 10, 
Ratchford* opines tha t a n a t i o n ' s defence 
po l i cy i s l inked with i t s foreign pol icy . Thus* 
t he changed dynamics of geo-po l i t i ca l re la t ions in 
Ind i a - the mounting tensions with Pakistan and 
t he recurrence of t e r r o r i s t violence in Jasaai' and 
17 Kashmir and Punjab are a l l responsible for the 
inc reas ing t rend in defence spendings. 
The period from 1974-7 5 to 1989-90 sew a rapid 
growth, in absolute terms, in our defence esjpenditure, 
18 
This growth coiild be a t t r ibu ted to three factors* 
(1) the te lescoping of equipment acquis i t ions due to 
deferment of re-equipment p lans in the 1970s and 
the r ^ i d l y de te r io ra t ing secur i ty e*nvironment 
in the ear ly 1980s; 
(2) the rapid r i s e in manpower cos t s due to increase 
in pay and allowances intended to ra ise the qua-
l i t y of l i f e in the defence forces; and 
(3> the erosion of the value of Indian currency which 
has reg i s t e red over 50 per cent drop since 1980. 
16. Ratchford, 3,V, Public 2:^endi ture in Australia, 
Cambridge Universi ty Press, 19 59, p . 10 3. 
17» Andrews, S, co. d t . , April 19, 1990, p . 10. 
13, Singh, J , 'Defence Budget - Removing I=3balances*, 
The'^HincuStan Times, i ^ r i l 9, 1990, p . 11. 
4 . 2 . 1 . Growth i n Defence Sxpendit^-re i n >iDnev Terms 
Defence expend i tu re which i s i n c u r r e d both under 
'non-development revenue ' and 'non-development c a p i t a l ' 
e x p e n d i t u r e s of the Cen t ra l Government has grown sub-
s t a n t i a l l y i n a b s o l u t e te rms , froui Ss 2112.2 c ro r e s in 
1S74-7 5 t o Ks 13000 c r o r e s i n 1989-90 (Table 4 .3>. The 
e l a s t i c i t y of t o t a l expendi tu re on defence with r e spec t 
to CM? i s 1,4, The revenue e jmendi ture on defence more 
t han quadrupuled from 8s 1 9 ^ . 2 c r o r e s i n 1974-75 to 
2s 909 3 c r o r e s i n 1989-90 # a t a cospound grovrth r a t e of 
more than 10 p e r c e n t . I t s index (1970-71 s 100) 
i n c r e a s e d from 182.6 p o i n t s i n 1974-7 5 t o 864.7 p o i n t s 
i n 19 89-90 . The i n c r e a s e i n c a p i t a l expendi tu re on 
defence was more than 20 t imes from Rs 19 2 c r o r e s i n 
1974-7 5 t o 8s 3907 c r o r e s i n 1989-90 - a t a conpound 
growth r a t e of more than 20 p e r c e n t . I t s index 
(1970-71 = 100) rose from 129.9 p o i n t s i n 1974-75 to 
26 4 3 p o i n t s i n 1989-90. 
The h i ^ . e s t annual r a t e of growth in revenue 
e x p e n d i t u r e on defence was recorded i n 1986-87 at 
30.7 p e r cen t and the lowest was i n 1989-90 at (->4.0 
19 
p e r c e n t . The reason fo r t he h igh annual r a t e of 
19 . ' de fence E:>c5enditure - Real and Apparent Burden*, 
Economic and P o l i t i c a l Weekly, o p . c i t , . l-larch 23, 
19 35, p . 478. •"" 
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growth i n 1986-87 was t h e i n p l e m e n t a t i o n of t h e 
recommendations of t h e Four th Pay Conunission which 
recommended h i g h e r s a l a r i e s and d e a m e s s a l lowances 
f o r defence p e r s o n n e l . The n e g a t i v e growth r a t e 
r e c o r d e d i n 1989-90 was due t o t h e f a c t t h a t f i g u r e s 
c o n s i d e r e d f o r t h i s y e a r were mrely t h e budget e s t i -
ma tes and t h e r e f o r e u n s u s t a i n a b l e ; f o r i n s t a n c e 
Rs3399.98 c r o r e s , which was a r e d u c t i o n by 9 ,8 p e r 
c e n t , h a s been earmarked f o r pay and al lowances of the 
t h r e e s e r v i c e s w i t h o u t any p l a n s f o r t h e r e d u c t i o n i n 
20 t h e f o r c e s . 
C a p i t a l e x p e n d i t u r e on defence recorded t h e 
h i g h e s t annual r a t e of growth i n 1987-88 a t more than 
139 p e r c e n t and l o w e s t annual r a t e of growth i n 1976-
77 a t (-> 2.5 p e r c e n t . The sudden s p u r t i n defence 
e^qpenditure i n 1987-88 under t h e c a p i t a l account was 
t h e consequence of t h e i n p l e m e n t a t i o n of the Government 's 
21 programmes f o r procurement of new weaponry. 
4 . 2 . 2 , Growth i n Defence Expendi ture i n Real Terms 
T o t a l e :5)endi ture on defence a t c o n s t a n t 1970-71 
p r i c e s i n c r e a s e d from Rs 1207,5 c r o r e s i n 1974-75 t o 
20 . I b i d . , p . 478 . 
2 1 . I b i d . , p . 478 . 
90 
Rs 2484.6 crores i n 1989-90 (Table 4 . 4 ) . The e l a s t i -
c i t y of t o t a l defence expenditure a t constant p r i c e s 
i s 1.1 which i s l e s s than the e l a s t i c i t y a t current 
p r i c e s . The l a r g e s t out lay under constant p r i c e s was 
i ncu r r ed in 1988-89 at 3041.6 c rores ,whi le the lowest 
r a t e of growth was recorded at (-> 6.76 pe r cent i n 
19 84-85 the h ighes t was a t 23.9 pe r cent in 1986-87, 
A reason for the high r a t e of growth in 1986-87 could be 
t he ' d e l i b e r a t e fudging' of t he defence e:q)enditure 
given in the budget for 1985-86, in order to show a 
smal ler than ac tua l i nc rease . This was "done t h r o u ^ 
a r e c l a s s i f i c a t i o n of e^qienditure on defence services 
22 
pens ions* . E a r l i e r the p r a c t i c e was to include t h i s 
e35)enditure in the expenditure on defence se rv ices . 
In the 1985-86 Budget, however, esqjenditure on defence 
s e r v i c e pensions were excluded from the defence budget 
and shown under the item 'miscellaneous general se rv ices ' 
under ' admin i s t r a t ive s e r v i c e s ' . As a r e s u l t the defence 
expenditure in 1985-86 was de l ibe ra t e ly understated by 
23 Rs 523 c ro res . Hence in conparison to 1985-86, the 
defence e35>enditure in 1986-87 was much h i ^ e r . 
22. I b i d . , p . 478. 
23. I b i d . , p . 478. 
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i ^ a r t from 1984-85, four o ther years , v i z . 
19 77«-78, 1979-80, 1980-81 and 1984-85 recorded nega-
t i v e growth in combined expenditure on defence. Thus, 
con t rad ic t ing the common be l ie f t ha t defence e^qpendi-
t u r e s have always shown an upward t rend . The conipound 
growth r a t e at constant p r i c e s for the period 1974-7 5 
to 1989-90 has been a low 4.6 per cent in conparison 
t o t h a t observed \inder current p r i c e s . The increase 
over the period has been 2-fold. Both, the compound 
growth r a t e and the increase in volume are approximately 
o n e - t h i r d of what was recorded under current p r i c e s . 
Ind iv idua l ly a l so , revenue and cap i t a l ( rea l ) 
expendi tures on defence have shown remarkably low 
growth over the per iod (1974-7 5 — 1989-90), i n com-
pa r i son to the growth in absolute terms. Revenue 
expenditure increased from 8s 1097,8 crores in 1974-75 
to Rs 17 37.9 crores in 1989-90, a t an annual average 
r a t e of 2.9 per cent . While the h ighes t annual r a t e 
of growth was 23.5 pe r cent in 1986-87, the lowest 
was in 1989-90 at (->25,5 per cent . The years 1977-78, 
19 80-81, 1984-85, 1987-88, and 1989-90 e3?>erienced a 
f a l l in revenue e:qpenditure on. defence. I t s index 
94 
(1970-71 = 100) increased from 104 p o i n t s in 1974-75 
t o 165.2 po in t s i n 1989-90. However, t h i s t rend was 
no t continuous throughout the per iod . 
C o i t a l defence e ^ e n d i t u r e which stood at l e s s 
than Rs 110 crores in 1974-7 5 had increased to Rs 746,7 
c r o r e s in 1989-90. At an annual average growth r a t e 
of 12.7 per cent , the ej^penditure under t h i s head rose 
by more than 6 times during the pe r iod . While the 
yea r s , 1976-77, 1979-80, and 1984-85 witnessed a 
d e c l i n e in t h i s e3<penditure, the year 1977-78 recorded 
t h e maximum annual inc rease of 121.1 pe r cent . Index 
of c a p i t a l expenditure on defence which stood a t 74 po in t s 
i n 1974-75 had climbed to 50 5 po in t s in 1989-90. 
4 . 2 , 3 . Growth in Per Capita Defence Expenditure a t 
Current and Constant P r ices 
The per cap i t a ne t defence expenditure at current 
p r i c e s increased from Rs 32 in 1974-7 5 to Rs 110.89 in 
19 89-90. The per cap i t a cap i t a l es^ienditure on defence 
a t current p r i ce s rose from Rs 30 in 1974-75 to Rs 47.64 
i n 19 89-90 (Table 4,5>. While the compound growth r a t e 
for revenue expenditure on "defence was around 8 pe r 
cen t , i t was more than 18 per cent for c o i t a l ej?>endi-
t u r e on defence. While the revenue expenditure t reb led 
dur ing 1974-75 and 1989-90, the c a p i t a l expenditure 
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increased almost 15-fold during the same period. 
The pe r Cc¥>ita revenue ejqsenditure on defence declined 
i n the years 1987-88 and 1989-90 and the per cap i ta 
defence ejqsenditure on cap i t a l account recorded a f a l l 
i n 1976-77 and 1978-79. 
The per cap i t a revenue esoendi ture on defence at 
cons tan t p r i ces rose from Rs 18 i n 1974-7 5 to Rs 21 in 
1989-90 (Table 4.5>. While the annual average r a t e of 
growth was 1 per cent , the inc rease in the amount was 
l e s s than double, with as many as seven years recording 
a f a l l in the pe r cap i t a f i gu re s . This e:?>enditure was, 
however, l a rges t i n the year 1986-87 at Rs 31.53. 
The per cep i t a c e p i t a l ej^jenditure on defence 
which rose from l e s s than Rs 2 in 1974-75 to around 
Rs 9 in 1989-90 (Table 4.5>, recorded an annual average 
growth of 10 per cent - a 5-fold increase over the 
p e r i o d . While t h e h ighes t p e r c ap i t a expenditure was 
recorded in 1988-89 a t Es 10.60, the lowest was i n 1979-
80 a t Rs 1.79, 
4 . 2 . 4 . Defence expenditure as Percentage of WP and 
Total Central Government and Non-Developnent 
Expenditures 
The share of revenue expenditure on defence in 
GNP recorded a decl ine from 2.87 per cent in 1974-75 
to 2.31 per cent i n 1989-90. I t s share in t o t a l Central 
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Government eaqjenditure also wi tn issed a f a l l from about 
18 p e r cent in 1974-7 5 to less than 10 per cent in 
1989-90. I t also declined as a proport ion of t o t a l non-
development expenditure from 41 per cent i n 1974-7 5 to 
18 p e r cent in 1989-90. 
While the share of cap i t a l expenditure o^ defence 
i n GNP remained below 1 per cent for the en t i r e per iod, 
i t s proport ion in t o t a l Central Government es^ienditure 
inc reased from 1 pe r cent in 1974-7 5 to 4 per cent in 
19 89-90. As percentage of t o t a l non-development e^^jen-
d i t u r e , c a p i t a l expenditure on defence rose from 4 per 
cent i n 1974-7 5 to 7.7 pe r cent i n 1989-90. 
4 . 3 . Administrat ive Services 
Administrat ive Services cons i s t of expenditure on 
(a> Po l i ce , (b) Publ ic Works, (c> External Affairs and 
(d) Other Administrative Services , Out of these 4 items 
•Po l i c e ' and 'Other Administrative Serv ices ' claim the 
major share. The share of ' ex t e rna l a f f a i r s ' , however, 
has also exceeded Rs. 100 crores s ince 1984-85. 
4 . 3 . 1 . Growth in Administrative Services in Money Terms 
Expenditure on adminis t ra t ive serv ices has increased 
from Rs. 320.4 crores in 1974-75 to Rs. 2951 crores in 1989-90, 
lOi 
-^»4mlti. • • i » l « 
2000 r 
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Fig. 3.5 Index of administrative services at current prices, 
1874-75 to 1989-90 . 
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Fig. 3.6 Index of administrative services at constant 
prices, 1974-75 to 1989-90 . 
1C2 
at a corrpound growth r a t e of almost 15 per cent (Table 4.7>. 
The index (1970-71 = 10C> of adminis t rat ive e>5)enditure 
rose from 19.3 po in t s in 1974^7 5 to 1777 points in 1989-90 
(Pig 3,5>. The e l a s t i c i t y of expenditure on administrative 
serv ices at current p r i c e s i s 1 thus inplying an equivalent 
change in expenditure on adminis t ra t ive services, with 
every change in GNP. 
The hi(g^est annual growth r a t e was recorded in 
1986-87 at 27 per cent . The year 1976-77 recorded a 
zero pe r cent growth. The r i s e in 1986-87 was the r e s u l t 
of the inplementation of the recommendations of the Fourth 
24 
Pay Commission and the payment of bonus • 
4 , 3 , 2 . Growth in Expenditure on Administrative Services 
In Real Terms 
Esq^enditure, i n rea l terms* on administrative services, 
increased from as. 183 crores in 1974-7 5 to Bs,564 crores in 
1989-90 (Table 4,7>. I t s index (1970-71 « 100> rose from 
110 po in t s in 1974-7 5 to 339 po in t s in 1989-90 (Fig 3 .6) . 
The annual average r a t e of gi^owth of 7 per cent was alax>st 
ha l f of that observed under current p r i c e s . The increase 
in esqjenditure during 1974-7 5 and 1989-90 was 3-fold and 
i t s e l a s t i c i t y was 1.2 which i s s l i g h t l y higher than that 
24, Government of India, Economic Survey, op. c i t . 
1986-87, p . 7 1 . 
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recorded under current p r i c e s . The highest annual growth 
was recorded in 1989-90 at 33 per cent . The years 
197 6-7 3, 1979-81 and 1984-85 had negat ive annual growth. 
4 , 3 . 3 , Growth in Per Capita Sxpenditure on Administrative 
Services 
The percap i ta expenditure on administrat ive services, 
a t cur ren t p r i ces , increased a t a con:pound ra te of more 
than 12 per cent during 1974-75 and 1989-90 from as. 5 to 
Ss, 36 ( t ab l e 4 .7 ) . The year 1976-77 recorded a negative 
growth of 1.5 per cent, while the highest annual growth 
was observed in 1989-90 at 58 pe r cen t . At constant 
1970-71 p r i ce s , per capi ta expenditure on administrative 
s e r v i c e s increased from Rs. 3 i n 1974-7 5 to 8s. 6,87 in 
1989-90 — at a compound ra te of 5 p e r cent ( table 4,7>. 
Except for the l a s t four years of the period under 
observat ion , the per capita expenditure on administrative 
s e r v i c e s a t constant p r ices remained l e s s than 83.4^ which 
compares very favourably with s imi la r expenditure on 
i n t e r e s t payments and defence. Moreover, the years 
1976-73, 1979-81 and 1983-85 saw a decline in the per 
c a p i t a expenditure on administrat ive services. 
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4 , 3 . 4 , Expenditure on Administrat ive Services as Percen-
tage of GNP» and Total Government and Non-Develop-
ment Expenditure 
Share of esqsenditure on adminis t ra t ive services in 
GNP Increased from 0.4 per cent i n 1974-7 5 to 0.7 pe r 
cent in 1989-90, The share in t o t a l Central Government 
E^qjenditure increased from 2.9 p e r cent in 1974-75 to 
3 ,1 pe r cent in 1989-90. I t s share in t o t a l non-develop-
ment expenditure declined ffom 6.8 pe r cent in 1974-7 5 
t o 5.8 pe r cent in 1989-90 ( t a b l e 4 . 8 ) . 
4 . 4 , Subsidies 
Subsidies on var ious commodities have now come to 
claim a subs tan t ia l proport ion of pub l ic expenditure. 
Though general ly subsidies and e spec i a l l y food subsidies 
a r e considered as p a r t of development ej^enditure, in 
t h i s study they have been considered as pa r t of non-
development expenditure in view of t h e i r r i s ing t rends 
and t h e increasing burden inposed by them on the cen t ra l 
f i n a n c e s . 
Central subsidies have inc reased by more than 5-times 
i n the l a s t ten years or so, touching Rs. 10677 crores in 
1989-90. The increase in r ea l terms i s , however, 3-fold. 
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The most rapid increase in subs id ies has taken place 
25 i n t he l a s t f ive years . The p re sen t magnitude of 
subs id i e s and t h e i r annual r a t e of growth are an area 
of concern. Although much has been said, on the i s sue 
of subs id ies , in the Long Term F i s c a l Policy and the 
Successive Plans , for the need to stop t h i s trend, the 
26 
t a sk has proved d i f f i c u l t , 
In the pas t few years , the re has been appreciation 
of the 'pern ic ious effects* of subs id ies both on public 
f inances and the economy in genera l . I t i s f e l t " that 
every e f fo r t should be made to cut down roost of the sub-
27 
s i .d ies" • However, t h i s has not stopped the growth in 
s u b s i d i e s . These subsidies , over t h e years , have accoun-
t ed fo r 10 to 12 pe r cent of t he Centra l Government e:q)en-
d i t u r e . Around one - fourth of the revenue col lected 
through var ious i n d i r e c t taxes i s a l so syphoned out in 
t h e form of var ious subsidies . However, i n sp i t e of being 
aware of the ' d e l e t e r i o u s effect* of subsidies on the 
resource mobi l isa t ion, the successive governments have 
continued to make large payments on subs id ies . 
25, E d i t o r i a l , 'Phasing out S u b s i d i e s ' , The Economic Times, 
May 26, 1989, p . 7 . 
26, Kato t i , R, 'Sus id ies J A Big Drain*, The Economic Times, 
Apr i l 19, 1990, p . 11. 
27, Economic In t e l l i gence Service Centre for Monitoring 
Indian Economy, A. Review of Central Budget- 1988-69, 
August 1990, p . 78. 
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The Reserve Bank of India divides subsidies in to 
two major groups, v iz , 'major subsidies* and 'o ther sub-
s i d i e s ' . The former r e l a t e to food, f e r t i l i s e r s - both 
' indigenous ' and ' in^orted* and ejqsort promotion and 
market development. Besides these major subsidies^ the 
government has been giving subsidies for other purposes 
l i k e 'mill-cnade* and 'handloom' c lo th , import/export of 
sugar and edible o i l s , i n t e r e s t subsidies and to railways, 
e t c . 
The food siibsidy i s given in the fornj of h i t he r pro-
curement p r i ce of food-grains, when the actual p r i ce charged 
i n the f a i r p r i c e shops of the publ ic d i s t r ibu t ion system 
i s much lower considering the t o t a l cos ts undertaken by 
the government in the form of t r anspor t , storage, e t c . 
The case of f e r t i l i s e r subsidy i s also somewhat s imilar . 
In the past decade or so, the r e t a i l p r i c e s of f e r t i l i s e r s 
have not changed. However, during the same period the 
cost of production and import of f e r t i l i s e r s have gone 
up several fold. This difference in the cost p r i ce and 
the se l l ing p r i c e of f e r t i l i s e r s i s given by the govern-
ment to the manufacturers as subsidy. 
Moreover, l o s ses of government-owned Road Transport 
Corporations, i r r i g a t i o n works and Sta te E l e c t r i c i t y Boards 
1 -I 
a l s o c o n s t i t u t e s u b s i d i e s to the u s e r s of t h e i r s e r v i c e s . 
"These and such o t h e r s u b s i d i e s which run i n t o hundred of 
c r o r e s of rupees every year a re no t inc luded i n t he 
o f f i c i a l da ta* . 
As t h e s e s u b s i d i e s serve i n p o r t a n t soc i a l and economic 
p u r p o s e s , and a t t e n p t to con ta in therr. i s bound to c r e a t e 
some problems. However, i f they a r e allowed to grow un-
checked they w i l l e i t h e r be a t t he expense of develop-
men ta l expend i tu res o r they w i l l l e a d to h igher budget 
d e f i c i t s which w i l l then a f f ec t c o s t s and p r i c e s , the reby , 
29 i n c r e a s i n g demands fo r f u r t h e r s u b s i d i e s . Therefore , 
i t i s necessa ry to adopt a ba lanced approach to t r y and 
c o n t a i n sxibsidies wi th in a c e r t a i n l e v e l of the n a t i o n a l 
income. >foreover, " reducing t h e burden of s u b s i d i e s on 
t h e exchequer i s a very d e s i r a b l e o b j e c t i v e * . 
Out of the t o t a l Cent ra l Government Subs id ies , major 
s u b s i d i e s account fo r more than 80 p e r cent and o t h e r sub-
s i d i e s fo r the remaining 20 p e r c e n t . Among the major 
s u b s i d i e s , f e r t i l i s e r tops the l i s t followed by food and 
28 , I b i d . , p . 78 , 
29, Government of I nd i a , Min is t ry of Finance, Long Term Fiscaj 
P o l i c y , 1985, 
30 , ' Subs id i e s : Down with Them - But How?', Sconomic and . 
P o l i t i c a l weekly. Vol. XLII, No, 12, March 25, 197 8, 
•o, 534. 
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export promotion and market development. Except for 
1985-86 and 1986-87, the share of food subsidies has been 
dec l in ing 'and tha t of f e r t i l i s e r s has been r i s i n g . 
Ej^or t promotion and market development have shown mixed 
t r e n d s , (Appendix IV>. 
4 , 4 . 1 . Growth in Subsidies in Money Terms 
In absolute terms, subsidies have increased from 
Rs 419 crores in 1974-7 5 to Rs 10677 crores in 1989-90, 
a t an annual average r a t e of 22.4 pe r cent . With t h e 
exception of 1981-82, when subs id ies showed a negative 
growth of 4,2 per cent , the general t rend has been an 
i nc reas ing one. The index (1970-71 = 100) of subsidies 
inc reased from 445 p o i n t s in 1974-75 to more than 11000 
p o i n t s in 1989-90 (Fig, 3 .7) . Subsidies have shown a 
more than un i t e l a s t i c i t y with respect to GNP a t current 
p r i c e s . 
The highest annual increase in subsidies was 
recorded in 1976-77 when expenditure under t h i s head 
ro se from Rs 470 c rores in 1975-76 to Rs 947 crores in 
19 76-77 - a 101 pe r cent r a t e of growth. This was the 
3 1 , Katot i , R, o p . c i t . , i=^ril 19, 1990, p . 11. 
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Fig. 3.7 Index of subsidies at current prices, 1974-75 to 
1989-90. 
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Fig. 3.3 Index of subsidies at constant prices, 1974-75 to 
1989-90. 
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o u t c o m e of l a r g e amounts of s u b s i d y p r o v i d e d f o r 
two p r i n c i p a l i t e m s - food d i s t r i b u t i o n and e x p o r t 
32 p r o m o t i o n . 
4 , 4 , 2 . Growth i n S u b s i d i e s i n Real Terms 
At c o n s t a n t 1970-71 p r i c e s , s u b s i d i e s r e c o r d e d 
an 8 - f o l d i n c r e a s e from Rs 240 c r o r e s i n 1974-7 5 t o 
8s 20 40 c r o r e s i n 1 9 8 9 - 9 0 . The a n n u a l a v e r a g e r a t e 
o f growth was 1 4 . 3 p e r c e n t d u r i n g 1974-75 and 1989-90 . 
The i n d e x (1970-71 = 100> of s u b s i d i e s i n c r e a s e d from 
254 p o i n r s i n 1974-7 5 t o 2170 p o i n t s i n 1989-90 . Here 
a g a i n t h e h i g h e s t a n n u a l growth was r e c o r d e d i n 1976-77 
a t 97 p e r c e n t , w h e r e a s t h e y e a r s 1979-80 , 1981-82 and 
19 8 7 - 8 3 r e c o r d e d n e g a t i v e growth , Sx ibs id ie s a t c o n s t a n t 
p r i c e s a r e h i g h l y e l a s t i c (2.5> w i t h r e s p e c t t o GNP, 
4 . 4 , 3 . Growth i n P e r C a p i t a Subsi d i e s a t C u r r e n t and 
C o n s t a n t P r i c e s 
The p e r c a p i t a s u b s i d i e s a t c u r r e n t p r i c e s 
i n c r e a s e d from ;5s 6 . 9 8 i n 1974-7 5 t o Rs 130.20 i n 
19 8 9 - 9 0 , an 1 8 - f o l d i n c r e a s e , a t an annua l a v e r a g e 
3 2 , ' S u b s i d i e s i Down wi th Them - 3 u t Kow?' , Economic 
and P o l i t i c a l Weekly, c ? . c i t . , ^-iarch 25, 1978, 
p . 534, 
1 1 
r a t e of 20 per cent . The per cap i ta subsidies at 
constant l970'-71 p r i c e s increased from 8s 3,99 in 
197 4-7 5 to 2s 24.88 i n 1989 -90, a s ix times increase 
a t a compound r a t e of 12 per cent . 
The 'per cap i ta constant p r i c e ' f igures are 
smaller than those recorded under current p r ices 
and hence show the contribution made by the pr ice 
r i s e to the e ^ e n d i t u r e on si ibsidies. 
4 . 4 . 4 , Share of Subsidies in GNP> Total — Central 
Government and Non-Develooment Expenditure 
While the share of subsidies i n GSiP showed an 
upward trend curing 1974-7 5 and 1989-90 from 0.6 per 
cent to 2.7 per cent , i t s share i n t o t a l Central Govern-
ment expendirure during' the same per iod increased from 
around 4 per cent to around 11 per cent - a 3-fold 
i nc r ea se . Ihe share of subsidies in t o t a l non-develop-
mental ejoenditure grew from l e s s than 9 per cent in 
19 7 4-7 5 to 21 oer cent in 19S9-90. 
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4 . 5 . C o n c l u d i n g O b s e r v a t i o n s 
A f t e r examin ing t h e t r e n d s i n t h e major compo-
n e n t s of non-deve lopment e x c e n d i t u r e , i . e . * i n t e r e s t 
p a y m e n t , d e f e n c e , a d m i n i s t r a t i v e s e r v i c e s and C e n t r a l 
Government s u b s i d i e s , i t can be c o n c l u d e d t h a t , i n 
a b s o l u t e t e r m s , a l l t h e s e e j<pend i tu re i t e m s have 
shown an upward t r e n d from 197 4-7 5 t o 1989-90. How-
e v e r , w h i l e some have had a h i g h a v e r a g e growth r a t e of 
19 t o 22 p e r c e n t , l i k e i n t e r e s t payments and s u b s i d i e s , 
o t h e r s l i k e a d m i n i s t r a t i v e s e r v i c e s and de fence have 
h a d a v e r a g e girowth r a t e s be tween 9 t o 14 p e r c e n t . 
The s h a r e s of t h e s e i t e m s of e ^ e n d i t u r e i n GNP 
h a v e a l s o shown v a r i e d t r e n d s . While d e f e n c e e ^ e n d i -
t u r e a s a p e r c e n t a g e o f GNP has r e m a i n e d more o r l e s s 
c o n s t a n t o v e r t h e p e r i o d of t h e s t u d y , t h e s h a r e of 
a d m i n i s t r a t i v e s e r v i c e s h a s shown a m a r g i n a l i n c r e a s e . 
However , t h e s h a r e s of i n t e r e s t p a y m e n t s and sx ibs id ie s 
i n GNP h a v e s u b s t a n t i a l l y i n c r e a s e d d u r i n g t h e p e r i o d 
1974-7 5 t o 1989-90, which i s a c a u s e f o r c o n c e r n . A l s o , 
t h e e l a s t i c i t i e s of v a r i o u s e x p e n d i t u r e i t e m s w i t h r e s r 
p e c t t o GNP have shown d i f f e r e n t r e s u l t s . While i n t e r e s t 
p a y m e n t s , de f ence and s u b s i d i e s h a v e shown g r e a t e r t h a n 
o n e e l a s t i c i t y b o t h u n d e r c u r r e n t and c o n s t a n t p r i c e s . 
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adminis t ra t ive services which had u n i t e l a s t i c i t y 
under current p r ices showed a h igher degree of e l a s t i -
c i t y under constant p r i ces . Another cha rac t e r i s t i c 
which stands out i s tha t , while a l l expenditure items 
have shown a greater degree of e l a s r i c i t y at constant 
p r i c e s , defence expenditure has lower e l a s t i c i t y a t 
cons tan t p r ices than a t current p r i c e s . 
When the share of these expenditure items in t o t a l 
Central Government expenditure are examined, a s imilar 
t r end can be observed. While t h e share of administra-
t i v e serv ices shows a marginal r i s e during the period 
1974-7 5 — 1989-90, the share of t o t a l expenditure on 
defence shows a small reduction. I n t e r e s t payments and 
subs id ie s as percentage of t o t a l Central Government 
expenditure have grown over the y e a r s . 
This trend i s yet again r e f l e c t e d when the shares 
of these four major non-development expenditure items in 
t o t a l non-development expenditure a re examined. Thus, 
while the share of administrat ive services and t o t a l 
expenditure on defence declined over the years, i n t e r e s t 
payments and subsidies , as percentage of t o t a l non-deve-
lopment expenditure increased rspidJ.y, 
Ar-other f ea tu re observed during the course of 
t h i s analysis was tha t when absolute ejqsenditure i s 
def la ted by the Wholesale Price Index i t i s substan-
t i a l l y reduced. This i s ind ica t ive of the fact that 
p r i c e s , to a l a rge extent , are responsible for t h i s 
i n c r e a s e . Population too plays a ro l e in affect ing 
the level of expenditure. However, the en t i r e i n -
crease in non-development ej^enditure items cannot be 
e:>rolained away by the r i s e in p r i ce s and population. 
Factors l i k e the f a s t increasing publ ic debt, worsening 
secur i ty and law and order condit ions both within the 
country, as well as , on the count ry ' s borders, the 
implementation of t he recommendations of the Fourth 
Pay Commission and the recurring drouc^ts and natura l 
ca lami t i e s , have a l l culBBdnated in pushing up the non-
developmen- expenditure b i l l of the Central Government. 
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CHAPTER V 
A MODEL OF H0N-DSVEL0PME^1T EXPENDITURE 
The e a r l i e r c h a p t e r have b rough t f o r t h the 
f a c t t h a t both t h e non-development expend i tu re and 
t h e t o t a l ej^jenditure of t h e Union Goveimcuent w i t -
n e s s e d a r i s i n g t r e n d over t h e p e r i o d 1974-7 5 t o 
19 89 -90 . This i n c r e a s e i s c o n s i d e r a b l y reduced when 
o b s e r v e d i n r e a l t e r m s . E l a s t i c i t i e s of va r ious 
h e a d s of non-development esqjendi ture with r e j e c t t o 
GNP a re g r e a t e r than one, except i n t h e case of g r a n t s -
i n - a i d - . Moreover, i n most of t h e c a s e s t h e degree of 
e l a s t i c i t y i s h i g h e r unde r c o n s t a n t p r i c e s as compared 
t o t h a t under c u r r e n t p r i c e s , excep t for defence ex -
p e n d i t u r e and g r a n t s - i n - a i d , which show an oppos i t e 
b e h a v i o u r . However, t o be a b l e t o f i n d ou t the 
f a c t o r s r e s p o n s i b l e f o r r i s e i n non-development expendi-
t u r e i t becomes n e c e s s a r y t o u s e a formal econometric 
model, as merely o b s e r v i n g the growth of ac tua l expen-
d i t u r e - does not answer t h i s q u e s t i o n . 
I t i s g e n e r a l l y observed t h a t t h e c u r r e n t y e a r 
excpenditure depends upon t h e e3<penditure of the p r e -
v i o u s y e a r . In o t h e r words. Government dec is ion about 
124 
the current: year e35>editur"e i s general ly based on 
the previous year expenditure. I t can be said tha t 
t h e Government t r i e s to add o r sub t rac t some amount 
from the previous year ej<penditure to decide about 
the current yea r ejqpenditure. Therefore, the Govern-
ment t r i e s to p a r t i a l l y adjust t h e lagged expendi-
t u r e to achieve the des i red l eve l of ejc>enditure. 
The level of Govemnient expenditure depends on 
a number of economic a c t i v i t i e s . In a democratic 
economy l i k e India , the Government depends on the 
wishes of the vo ters and bence, i t i s re luctant to 
br ing about any l a rge cu t s i n i t s ejqjenditure as t h i s 
would inply a lessening of the l eve l achieved e a r l i e r . 
Also, the non-development esq^enditure of the Central 
Government i s affected by these f a c t o r s . As the Govern-
ment eaploys a la rge number of people , a large sum of 
money goes out in the fona of t he wages and sa la r i e s 
b i l l . Moreover, any i n t e r e s t t h a t i s paid depends 
upon the araoiuit of the loans rhe Government has taken 
i n the e a r l i e r per iod . Thus, t he r e i s always a cer ta in 
l eve l of expenditure whic±i may be e s sen t i a l for main-
ta in ing a sound level of econoniy and which the Govern-
ment t r i e s to achieve. Kovever, cue to several 
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c o n s t r a i n t s and government p o l i c i e s , the actual 
expendi ture may be d i f fe ren t than the one needed. 
The needed leve l of esqjenditure may be termed as 
des i r ed level of exqjenditure. However, i t i s not 
necessary tha t the des i red level i s always grea ter 
than the actual ejqpenditure. For i n s t ance , the 
des i r ed level for non-development expenditure espe-
c i a l l y , i n t e r e s t payments and subs id ies may be l e s s 
than the actual expenditure incur red . 
The desired l eve l of espenditure may also 
depend upon the growth in GNP. In t h i s chapter an 
a t t enp t has been made to find out t he adjustment 
process on the bas i s of a p a r t i a l adjustment model 
and dependence of the current expenditure on the 
previous year expendi ture . 
5 . 1 , The P a r t i a l Adjustment Model 
There i s a common hypothesis t h a t the re ex i s t s 
a des i red leve l of Government expenditure, and the 
Government while prepar ing the budget a t t enp t s to 
1. Maddala, G,S, Econometrics, McGraw H i l l In te rna t iona l 
Book Company, Singapore, 1977, pp . 142-43. 
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adjust the budcetted e ^ e n d i t u r e towards the desired 
l e v e l . However, the Government i s fu l ly aware tha t a 
hundred per cent adjustment i s not poss ib le . 
I t i s assumed tha t Government's reaction to the 
des i red e^qsenditure level can be e^qjlained in terms of 
p a r t i a l adjustment hypothesis, which s t a t e s that . Govern-
ment would liXe to p a r t i a l l y adjust the current year 
e5<penditure on t he bas i s of e35)enditure incurred in 
t he preceding per iod , This hypothesis has been t e s t e d 
2 
by Singh for development eroendituxe. Here an attempt 
has been made to t e s t the appl ica t ion of t h i s phenome-
non in the case of non—development expenditure. 
Suppose the Government an t i c ipa t e s some change 
i n i t s expenditure in a year t . In ant icipat ion of 
t h a t , i t has to adjust i t s ac tual e35)enditure E^. 
But i t cannot do t h i s immediately. 
Let E. * be the "desired* expenditure. Then 
* 
^^ - E. _. i s the "desired* change and E. * - E._^ 
i s the actual change where E._ -^ i s the actual real 
p e r capi ta excsenditure lagged by one year. 
2. Singh, M,P, op. c i t . , pp, 117-28, 
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According to the par t ia l -adjus tment model 
the ' actual change i s only a fract ion 'of the desired 
change, i . e . , 
St - 2 t - l = ^ ^^t* - 2t-l> 
where 0 < p*^  ^ J. and 7s i s the adjustment 
f a c t o r . 
Also, suppose the desired expenditure E. I s 
a function of gross na t ional product in a year t , 
t h a t i s GNP ,^ so t h a t we have 
* E^ = a + b C2«P^  
then combining these two equations we get 
^ t - ^ t -1 = A (a + b GNP^  - E^.^) 
or E^ = :X a + b > GNP^ + ( ! - > > E^^^ 
The parameter to be estimated i s ^ . A low 
value of A approaching zero* shows a slow .adjustment, 
whereas a high value approaching one indicates fas t 
adjustment of the actual e>a>enditure to the desired 
6>5>enditure. The coeff ic ient (1 - "iX ) of the lagged 
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ejqjenditure (S^ .} may also be taken to re f lec t 
t he speed of adjustment, Th6 higher the value of 
t h i s coeff ic ient , the lower the speed of adjust-
ment and vice versa . 
5 ,2 . In te rp re ta t ion of the Enpir ical Results 
The estimation r e s u l t s using GNP are given 
in Table 5 .1 . The value of R i s very high in the 
case of t o t a l expenditure, t o t a l non-development 
expenditure, non-development revenue expenditure, 
i n t e r e s t payments, administrat ive se rv ices , defence, 
and subsidies . I t i s moderate in t h e case of g ran t s -
i n - a i d . Therefore, i t can be said t ha t the f i t i s 
good in a l l the cases except in grants-in—aid. 
Signs of the coeff ic ients of GNP and lagged 
expenditures are also the expected ones, tha t i s , 
p o s i t i v e . Most of the coef f ic ien ts of OJP are s i gn i -
f i can t at 5 per cent level of s ignif icance except 
subsidies and gran t s - in -a id . The coeff ic ients of 
lagged esqpenditures are also s ign i f i can t a t 5 pe r 
cent level of s ignif icance, except non-development 
cap i t a l e:3qpenditure, defence, administrat ive services . 
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g r a n t s - i n - a i d for non-developmental purposes and 
currency/ coinage and mint. Therefore, t h i s proves 
i n general tha t the current year non-development 
expenditure depends upon the preceeding e3q)enditure 
and the GNp, 
The signs of the coef f ic ien t s of lagged e3<pen-
d i t u r e are again the es^ected ones, t h a t i s , p o s i t i v e . 
Al l the coef f ic ien t s of lagged e3q>enditures are also 
s i g n i f i c a n t at 5 p e r cent leve l of s ignif icance. The 
r e s u l t s thus prove t h a t the cur ren t year non-develop-
ment expenditure depends upon the proceeding e:qpendi-
t u r e . 
Table 5.2 gives t h e r e s u l t s of the p a r t i a l 
adjustment model of Central Government non-develop-
ment expenditure. The values of the adjustment 
coef f i c i en t ( /\> can be broadly grouped in to four 
c a t e g o r i e s . The f i r s t being subs id ies and i n t e r e s t 
payments for which the values of speed parameter are 
0.30 and 0,35 r e spec t ive ly . The second group com-
p r i s e s of grants for non-developmental purposes 
(0 .52 ) , t o t a l nonrdevelopment expenditure (0.59> 
and non-development revenue e^qjenditure (0.59) . 
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Table 5*2 J Es t imates of Parameter /\ 
E x p e n d i t u r e 
C a t e g o r i e s 
^ t 
CD 
TGS 
TNDE 
NDRE 
NDCE 
I N T 
ADM 
DEF 
SUBS 
GAI 
CCM 
Speed 
Parameter 
( >. > 
(2> 
0.718478 
0.597462 
0.594287 
0.73784 
0.359438 
0.7687 27 
0.874294 
0.305959 
0.522809 
0.943929 
Average 
1 ag'' 
^ 1 ^ > 
(3) 
3.5521203 
2,484237 5 
2.4647965 
3.8144644 
1.5611291 
4.3238943 
7.9550698 
1.4408371 
2.0955969 
17.834531 
Note i Abbrev ia t ions a r e t h e same as i n Table 5 ,1 
Source »• As f o r Table 5 , 1 , conputed. 
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The speed para~eter for t o t a l Government e3^en<iiture, 
non-development c a p i t a l ejqjenditure and e ^ e n d i r u r e s . 
and e3q>enditure on adtrdnistrat ive services has values 
ranging between 0 ,71 and 0.76. The fourth gro'=?>, t ha t 
i s , defence (0.87> and currency, coinage and niint (0.94) 
has the highest r a t e of adjustment. 
The value of the speed parameter ind ica tes the 
ex ten t by which the Union Government adjusts ± t s per 
c a p i t a rea l non-development e35)enditure towards a de-
s i r e d level in each category of expenditure. The 
r e s u l t s using GNP showed tha t i t adjusted between 30 
p e r cent to 94 per cent of di f ference between ac tua l 
p e r capi ta r ea l es^enditure and the desired l e v e l . 
The speed parameter as defined by M,P, Siagji, i s 
not a good measure of adjustment between the two periods 
of expenditure for non-development expenditure* Accor-
ding to standard econometric techniques the average lag 
could be a b e t t e r measure. I t may be defined as 
1 / (1 - "X >, The va lues of average lag for d i f ferent 
ca tegor ies of expenditures^are given in Table 5.2. The 
t a b l e shows that the average l ag v a r i e s s ign i f ican t ly 
between different ca tegor ies of expenditure. '»r.lle i t 
i s the lowest for the subsidies i t i s the h ighes t for 
currency, coinage and mint. 
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I t can be seen froni the results that the 
Partial Adjustment i-lcdel is not a good measure cf 
the current year escpenditure, especially in the 
case of various non-development expenditure cate-
gories, which do not seera to depend on GNP, "Siere-
fore, a second model has been taken to be able to 
verify whether the current non-development e3o«::::di-
ture depends on the previous year's ejqjenditure. 
5. 3, J>n Alternative Model 
The current year expenditure i s a function of 
the previous year's e^spenditure, that i s 
^t = ^ ^2t-l> 
its linear variant may be written as 
t^ =<\-l + "t 
where E^  = Expenditure in current peric-d 
E^_^ = Expenditure in previous year-
U^  = Random variable 
oC =s A constant 
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T a b l e 5 . 3 ? S s - t i m a t e d P a r a m e t e r ; V a r i o u s S r s p e n d i t u r e 
C a t e g o r i e s • . . • 
E ^ r o e u d i t u r e E s t i 3 : a t e d 
C a t e g o r y V a l u e 
E, vN 
TGE 1 . 10 
TNDE 1 . 0 6 
NDRE 1.0 5 
NDCE 1.0 2 
INT 1 . 0 9 
ADM 1 , 0 8 
DET 1 . 0 2 
SUBS 1 .10 
GAI 0 . 9 6 
CCM 0 . S 8 
N o t e i A b b r e v i a t i o n s a r e t h e same a s i n T a b l e 5 . 1 . 
S o u r c e 5 As f o r T a b l e 5 . 1 , c o n f u t e d . 
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By applying the least square method of 
3 A 
es t imat ion the value of << for each category 
of e3<penditure has been obtained. These values 
are presented in Table 5 .3 . The actual values and 
es t imated values of var ious types of e^qjenditures 
over the per iod under study have been given in 
Table 5.4. 
5 .4 . I n t e r p r e t a t i o n of the Enpir ica l Results of 
t he Second Model 
I t can be seen from Table 5.4 tha t the var ious 
types of actual non-development expenditure are 
c lose to estimated values and there fore show a 
g r e a t e r d^endence on the previous y e a r ' s ejqsendi-
t u r e . In the case of t o t a l Government expenditure* 
non-development revenue ejcpenditure and non-develop-
ment cap i t a l expenditure a g rea te r dependence on GUP 
was observed r a the r than on the previous yea r ' s 
expenditure. 
13S 
While expenditure on adniinistret ive 
serv ices , subsidies and g ran t s - in -a id for non-
developmental purposes are very c lose ly linked 
t o the expenditure in the previous year, the 
expenditure on i n t e r e s t payment:^/ defence and 
currency, coinage and mint a lso depend on the 
previous y e a r ' s expenditure. Ho^vever, thxs 
cependence in the case of to^al non-oevelopment 
expenditure/ non—development revenue expenditure 
and non-development capi ta l expenditure i s not 
as strong as in the previous cases . The re la t ion 
betweaithe cur ren t t o t a l Government expenditure 
and the previous year ' s expenditure i s very remote. 
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T a b l e 5.4 x Actual and Es t imated Expend i tu re : 
E x p e n d i t u r e 
Y e a r 
(1) 
197 5-76 
1976-77 
1 9 7 7 - 7 8 
1978-79 
1979-80 
1 9 8 0 - 8 1 
19 8 1 - 8 2 
19 8 2 - 8 3 
19 8 3 - 8 4 
19 8 4 - 8 5 
19 8 5 - 8 6 
1986-87 
19 8 7 - 8 8 
19.88-89 
19 89-90 
C a t e q o r v - w i 
TGE 
A c t u a l 
(2^ 
121 .39 
1 3 6 . 0 5 
146 .26 
167 ,89 
1 4 2 . 9 4 
143 .94 
144.0 2 
1 6 2 . 5 1 
17 2 .69 
170 .46 
20 2 . 1 4 
2 2 3 . 2 5 
2 2 4 . 4 3 
237 ,56 
216.77 
s e (197 5-76 
E s t i m a t e d 
13) 
112 .14 
133 .52 
149 .65 
160 .88 
184.67 
1 5 7 . 2 3 
158 .33 
158 ,42 
178 .76 
1 8 9 . 9 5 
187.50 
222 .35 
246 .12 
246,87 
2 6 1 . 3 1 
— 1989-
A c t u a l 
(4) 
56 .50 
5 9 . 6 1 
6 2 . 1 5 
6 8 . 8 2 
6 0 , 5 8 
6 6 . 9 7 
59 .90 
6 9 . 4 2 
7 6 . 8 1 
7 4 , 5 3 
9 6 . 4 6 
1 0 7 , 6 4 
1 1 3 , 0 8 
1 2 2 . 7 1 
117 .47 
•90)' 
TNDE 
E s t i m a t e d 
Ibi 
4 7 . 1 1 
5 9 . 8 9 
6 3 . 1 8 
6 5 .87 
7 2 . 9 4 
6 4 . 2 1 
7 0 . 9 8 
6 3 . 4 9 
7 3 . 5 8 
8 1 . 4 1 
7 9 . 0 0 
10 2, 24 
114 .09 
119 .86 
130.07 
Column c o n t d . . . 
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A c t u e l 
(€? 
NDRE 
E s t i m a t e d 
(7? 
NDCE 
A c t u a l E s t i m a t e d 
(8> 19> 
5 2 . 1 3 
5 6 . 3 5 
5 9 . 32 
6 4 . 5 0 
5 8 . 5 2 
6 1 . 7 1 
5 7 . 3 0 
6 5 . 8 4 
7 0 . S 6 
7 0 . 1 9 
9 2 . 6 6 
10 2 . 9 6 
10 3 . 1 3 
1 1 1 . 6 4 
1 0 7 . 3 6 
4 4 . 5 5 
5 4 . 7 3 
5 9 . 6 9 
6 2 . 8 1 
6 7 . 7 2 
6 1 . 4 4 
6 4 . 7 9 
6 0 . 1 6 
6 9 . 1 3 
7 4 . 4 0 
7 3 . 6 9 
9 7 . 2 9 
10 8 . 1 0 
1 0 8 . 2 8 
1 1 7 . 2 2 
4 . 3 7 
2 . 9 4 
2 . 3 3 
4 . 3 1 
2 . 0 5 
5 . 2 5 
2 . 5 9 
3 . 5 8 
5 . 9 4 
4 . 3 3 
3 . 7 9 
4 . 6 7 
9 . 9 3 
1 1 . 0 7 
9 . 6 0 
2 . 0 5 
4 . 4 5 
2 . 9 9 
2 . 3 7 
4 . 3 9 
2 . 0 9 
5 . 3 5 
2 . 6 4 
3 . 6 5 
6 . 0 5 
4 . 4 1 
3 . 8 6 
4 . 7 6 
1 0 . 1 2 
1 1 . 2 9 
Column c o n t d . , , 
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INT 
Ac tua l 
(10) 
11 .63 
13,58 
14.06 
16.17 
15 .71 
15.47 
15 .55 
19.27 
21.10 
21.04 
27.99 
31.73 
35 .21 
40 .24 
39 .62 
Es t imated 
(11> 
10.38 
12.67 
14.80 
15.32 
17.62 
17.12 
16,86 
18.0 3 
21.00 
22.99 
22.93 
30.50 
34.58 
38.37 
43.86 
Actual 
(12> 
3.68 
3.54 
3.47 
3.60 
3.28 
3.13 
3.26 
3.65 
3.47 
3.35 
3.90 
4.56 
4 .75 
5.22 
6.87 
ADM 
Estimated 
(13> 
3.29 
3.97 
3.89 
3.74 
3.88 
3.54 
3.38 
3.52 
3.94 
3.74 
3.61 
4 .21 
4.92 
5.13 
5.63 
Column c o n t d . . . 
142 
DEE 
A c t u a l 
U 4 > 
2 3 . 4 2 
2 3 . 4 0 
2 2 . 4 9 
2 3 . 3 8 
2 3 . 0 0 
2 1 . 7 7 
2 3 . 6 1 
2 6 . 0 1 
2 7 . 3 4 
2 4 . 8 1 
2 9 . 7 8 
3 5 . 9 9 
3 7 . 5 0 
3 7 . 5 5 
3 0 . 3 0 
E s t i m a t e d 
(l5i» 
2 0 . 5 2 
2 3 , 8 8 
2 3 . 8 6 
2 2 . 9 3 
2 3 . 8 4 
2 3 . 4 6 
2 2 . 2 0 
2 4 . 0 8 
2 6 . 5 3 
2 7 . 8 8 
25 .30 
30 .37 
3 6 . 7 0 
3 8 . 2 5 
38 .30 
SUES 
A c t u a l 
(16) 
4 . 4 5 
8 . 6 4 
10 .99 
1 2 . 0 2 
1 0 . 5 8 
1 1 . 4 2 
9 . 8 5 
1 0 . 8 8 
1 2 . 5 7 
1 4 . 6 3 
1 8 . 3 8 
1 9 . 1 5 
1 8 . 7 4 
2 1 . 9 9 
2 4 . 8 8 
E s t i n a t e d 
(17> 
4 . 3 8 
4 .89 
9 .50 
1 2 . 0 8 
13 .22 
1 1 . 6 3 
12 .56 
10 .83 
11.96 
13 .82 
16 .09 
2 0 . 2 1 
21.06 
2 0 . 6 1 
24 .18 
Column c o n t d . . . 
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GAI. 
A c t u a l 
( 1 8 ) 
6 . 1 3 
5 . 1 9 
6 . 4 5 
7 . 1 9 
3 . 8 6 
3 . 0 8 
2 . 6 8 
3 . 6 9 
3 . 4 3 
3 . 0 9 
6 . 10 
4 . 7 9 
4 . 5 0 
4 . 7 9 
5 . 1 2 
Estimated 
U 9 ) 
4 . 8 2 
5 . 8 8 
4 . 9 8 
6 . 1 9 
6 . 9 0 
3 . 7 0 
2 . 9 5 
2 . 5 7 
3 . 5 4 
3 . 2 9 
2 . 9 6 
5 . 8 5 
4 . 5 9 
4 . 3 2 
4 . 5 9 
A c t u a l 
C20) 
2 . 9 6 
2 . 5 4 
2 . 6 0 
2 . 1 7 
2 . 0 8 
7 . 2 0 
2 . 1 7 
3 . 0 2 
3 . 8 6 
4 . 1 3 
7 . 6 5 
8 . 1 3 
9 . 0 8 
9 . 5 4 
7 . 4 9 
CCM 
Est imated 
(21) 
0.80 
2.90 
2.48 
2.54 
2.12 
2.03 
7 .05 
2.12 
2.95 
3.78 
4.04 
7.49 
7.96 
8.89 
9.34 
Note s Abbreviations are the same as in Table 5,1 
Source : As for Tables 5.1 and 5,3, confuted. 
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5,5 . Concluding Observations 
The t o t a l e :^endi ture of the Government as well 
as the development and non-development expenditures 
depend upon the growth in populat ion, r i s e in p r i c e s , 
t h e GNP and the expenditure of the p rev ious year . By 
tak ing per cap i t a f igures in rea l terms the f i r s t two 
f a c t o r s were e l iminated for the purpose of t h i s study. 
I t was found t h a t while the t o t a l eaoenditure 
and t o t a l non-development esqjenditure depend to a 
l a r g e extent on the GNP of the cu r ren t yeax and lagged 
expendi ture . The var ious types of non-development 
e:q>enditure, t h a t i s defence, i n t e r e s t payments, subs i -
d i e s , e t c may not d^end on the l e v e l of GSP of the 
cur ren t year . The dependence of t h e s e expenditures on 
GNP as obtained by the p a r t i a l adjustment model may be 
due to time s e r i e s data . Therefore, another nodel has 
been estimated where current year e j^endicure was taken 
as a function of previous year ej^^enditure. The ran-
dom term i s assumed to absorb the influence, of other 
omitted f ac to r s . This model has given sa t i s fac to ry 
r e s u l t s and the re fore , i t was observed t h a t the various 
non-development expenditures depend on respect ive p r e -
v ious year expenditure. 
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Thus, while the t o t a l Government expenditure 
i s a function of GNP, the var ious non-fJevelopment 
expenditures are a function of the leve l of e3<pendi' 
t u r e in the previous year . 
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CHAPTER VI 
CC'1\CLUSJ.0N 
Governir.en-t expenditure is basically undertaken to 
provide pure pxiblic and nerit goods and services like 
defence, internal security, judicial services, etc. Factors 
like political, social and economic considerations play a 
determining role in the level and types of pxiblic expendi-
ture undertaken every year. Rise in per capita income, 
rapid growth in population due to high life expectancy and 
declining mortality rates, monetisation of the economy, have 
all contributed to the rise in government expenditure over 
the years. 
The rapid increase in government expenditure in 
relation to GNP, over the years, has given v/ay to greater 
interest in the study of its grovrth and pattern. Some 
scholars have also tried to predict future trends in 
government expenditure. Over the last three and a half 
decades, there have been quite a few empirical studies on 
the growth of public expendit\ire in India. However, most 
of these studies have been aggregative in nature. Moreover, 
it was found that none of the studies had tried to concentrate 
on the analysis of non-development exp-enditure in the Union 
finances. 
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An attempt has been made in this study to empiri-
cally investigate the growth pattern of non-development 
expenditure of the Central- Government. An attempt v^ as 
also made to analyse the cause or the source of the growth 
in non-development expenditure with emphasis on the behaviour 
of the actual expenditure vis-a-vis the desired expenditure. 
To be able to get meaningful results of the growth 
of non-development expenditure, allowance for changes in 
GNP/ prices and population were made. To be able to find 
the changes in non-development expenditure, over the 
period 1974-75 to 1989-90, it has been expressed as a 
proportion of national income, i.e.; expenditure/GNP ratio. 
Per capita expenditure figures both at, current and constant 
prices, have also been considered for making comparisons. As 
prices have varied over the years non-development expendi-
ture at constant prices have been calculated to find out 
the actual or real growth. 
Also, the growth trend in non-development expenditure 
has been analysed with the help of indicators like compound 
growth rate and the elasticity of expenditure with respect 
to GNP. Lastly, to be able to estimate the extent by which 
the actual expenditure ^non-development) responds to changes 
in the desired expenditure, an econometric testing of partial 
adjustment model was performed using GNP (or GITP) and 
lagged non-development expenditure as explanatory vari-
ables taken for estimation are in per capita real terms. 
It was found that much of the rise in. Central 
Government expenditure/ as a whole, and the non-develop-
ment expenditure, was the result of the continuous rise 
in prices over the years. Changes in GNP also play an 
important role. Population growth too has affected the 
level of non-development expenditure over the years. 
The annual average rate of growth of total non-
development expenditure (16 per cent) at current prices 
was higher than the growth rate of the total Central 
Government expenditure (14 per cent). Further, the 
growth rate of non-developnent capital expenditure (20 
per cent) was higher than, both, total non-developnent 
expenditure and non-developnent revenue expenditure 
(15,7 per cent) at current prices. Moreover, the rates 
of growth of total Central Government expenditure, total 
non-development expenditure, non-development revenue 
expenditure and non-development capital expenditure are 
higher than the rate of growth of GNP (11,7 per cent) for 
the period 1974-75 to 1989-90, The elasticity of non-
development capital expenditure (1,5) with respact to G.:? 
is the highest in comparison to non-development revenue 
expenditure (1.2), total non-development expenditure (1.2) 
and total Central Government expenditure (1.1). 
149 
The rate of crowtih of non-develocinent capi-al 
expenditure at constant prices (12.4 per cent) is again 
the highest as compered to the rates of growth of non-
development revenue expenditure (S per cent), total non-
developcnent expenditure (8.3 per cent), total Central 
Goverrment expenditure (6.S per cent) and GNP (4.3 per 
cent). These figures are —uch lower than the rates of 
growth at current prices. Under constant prices, it is 
the total government expenditure which has the highest 
elasticity (2.9), with respect to GNP. This is followed 
by non--developn:isnt Capital expenditure (2.3), non-develop-
nient revenue expenditure (1.7) and total non-development 
expenditure (1.4). 
When the rates of growth of per capita expenditure 
at current and constant prices are compared to the rates 
of growth of aggregate expenditures both at current and 
constant prices, it is foxxnd that the per capita growth 
rates are lower. The rate of growth of per capita non-
development capital expenditure (IS.l per cent) at current 
prices is the highest in comparison to the rates of growth 
at per capita current prices of total non-development 
expenditure (13,7 per cent), non-development revenue 
expenditure (13.5 per cent), total Central Government 
expendi-ure (12.2 per cent;, and GN? (9.5 per cent). 
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sources: 
Reserve Ban"k of India, Report on Currency 
and Finance, various issues. 
Government of India, Ministry of Finance, 
Economic Survey, various issues. 
Economic Intelligence Service, Centre for 
Monitoring Indian Economy. A Review of 
Central Budget, 1988-89, August 1990, 
Computed, 
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The rate of grovrth of per capi-a non-development 
capital expenditure at constant prices (10.2 per cent) 
is again the highest in comparison to the rates of growth 
of per capita non-development revenue expenditure (6.0 
per cent), total non-development expenditure (6,2 per cent), 
total Central Government expenditure (4.8 per cent) and 
GNP (2.2 per cent) at constant prices. 
It can be seen that the rates of growth go down 
substantially when expenditures are considered at constant 
prices. They further reduce when per capita figures at 
constant prices are calculated. This implies that prices 
and population have contributed to a large extent to the 
growth in exp-enditure over the years. 
When individual items of non-development expenditure 
were examined it was found that among the four major items 
of expenditure, i.e. interest payments, defence, adminis-
trative services and subsidies, the highest growth was 
witnessed in subsidies. From .ss. 419 crore in 1974-75, 
at current prices, they rose to ?^ . 10677 crore in 19S9-90 
at a compound growth rate of 22,4 per cent; registering 
a 24 - fold increase. Subsidies had an elasticity of 1,5 
with respect to GITP over the period 1974-75 to 19S9-S'0, 
At constant prices rate cf gro>.^ h was found to be substan-
tially lov/er at 14,3 per cent - an eight times increase. 
_c-J 
The elastici-ty of s\absidies at ccnstant prices (2.5) is 
cree-er than that at current prices. Growth rate of per 
capita expenditure on Central subsidies at curren- prices 
(20 p-er cent) was much higher than at constant prices (12.1 
per cent), While the shaxe of subsidies in GNP increased 
froTT. 0.6 per cent in 1974-75 to 2.7 per cent in 1939-90, 
its share in total Central Govemnient expenditure rose 
from 3.9 per cent to 11.4 per cent. Their share in total 
non—development expenditure over the period increased front 
3.9 per cent to 21.1 per cent. 
Interest payments which registered a 16 - fold 
increase at current prices, had the second highest compound 
growth rate (19,3 per cent) - from Ss, 1000.8 crore in 1974-
75 they rose to Rs. 17000 crore in 1989-90. The elasticity 
of interest payments vis-a-vis the GNP, at ctirrent prices, 
was 1,5. Interest payments, at constant prices, recorded 
a growth rate of 11,4 per cent and an elasticity of 2,3, 
While the rate of growth of per capita interest payments 
was 17 per cent at current prices, it was only 9". 3 per cent 
at ccnstant prices. Interest payments as a proportion of 
GNP rose from 1.4 per cent to 4.3 per cent over nhe period. 
Their share in total CentxaIt Government expenditure increased 
from S,3 per cent to 18,2 per cent. As a prcpor-ion of 
total non-development expenditure, interest payments rose 
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from 21.4 per cent to 33.7 per cent. Incidently, interest 
payments are now the largest item of non-development 
expenditure though earlier it was defence which claimed 
the largest share. 
The total expenditure on defence, i.e., revenue and 
capital expenditure on defence, taken together recorded 
an annual average growth rate of 12 per cent over the 
period 1974-75 to 1989-90 from Rs. 2112.2 crofe to Rs. 13000 
crore at current prices. The elasticity of total defence 
expenditure vis-a-vis GNP was 1.4. Separately, hov/ever, 
revenue expenditure on defence recorded a growth of 10.2 
per cent while capital expenditure on defence recorded a 
growth of 20.7 per cent at current prices. At constant 
prices the total defence expenditure rose from Rs, 1207.5 
crore in 1974-75 to Rs. 2484.6 crore in 1989-90 at an annual 
average rate of 4.6 per cent. The elasticity was 1.1 
which is lower than the elasticity at current prices. 
Taken individually, at constant prices, revenue expenditure 
on defence recorded a growth of 2.9 per cent while capital 
expenditure on defence grew at a compound growth rate of 
12.7 per cent. 'While the growth rate of per capita revenue 
expenditure on defence was 8 per cent at current prices, 
the growth rate of per capita capital expenditure on defence 
v/as 18.3 per cent. At constant prices the grovvth rate of 
per capita revenue expenditu^re on defence was only 
0.9 per cent and that of per capita capital expenditure 
on defence was 10.5 per can-. The proportion of 
expenditure of defence in GilP remained rrore or less the 
same throughou- the period. However, its share in total 
Central Government expendit-jirs declined from 19.7 per 
cent in 1974-75 to 13.9 per cent in 1974-75 to J^ 5_^ 9 
per cent in 1959-90. Also tine percentage of defence 
expenditure in total non-de^r^elopment expenditure declined 
from 45.2 per cent at the beginning of the period to 
only 25.7 per cent in 1989-5D. However, in all the 
3 cases, while the share of revenue component has been 
declining the proportion of capital expenditure on defence 
has been increasing. 
The las- major item en non-development expenditure, 
ie,, administrative services, recorded a growth (annual 
average) rate of 14,8 per cent, at current prices, over 
nhe years, fro— Ss, 320,4 crcre to Es, 2951 crore. The 
expenditure at current price3 on administrative services 
had an elasticity of 1 with respect to GNF, At constant 
prices, administrative services increased at c-csnpound 
rate 7,2 per cent - recordinc a three -fold increase. The 
elasticity of -his item of e^cpenditure (1,2), at cons-ant 
prices, was marginall" higher than that at current 
prices. The per capita expe-nditure on adninis-rative 
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ser^/ices recoraed an ennus.! average grov.^h rate of 
12.c per cent at current prices and 5.2 per cent at 
cons-ant orices. 'vhile t'ne percer.-age shares of 
exper.diture on adrainistrative services in GNP and total 
Central Government expenditure recorded marginal 
variations over the period, its share in total non-
development expenditure went down ever the years. 
Thus it can be concluded that even if the effect 
of rising prices and population on the growth of non-
development expenditure is isolated, non-developnent 
expenditure of the Central Government has experienced 
rapid grovrth in comparison to the growth of GNP. It 
was also found that the speed of adjustment of the 
actual expenditure to the desired expenditure variedXO^ 
different expenditure ite.r.s - while it was only 30 
per cent for s'obsidies, it was 94 per cent for currency, 
coinage and mint. Moreover, the results of the two 
models verified the fact that most of the non-develop-
ment expenditure items depended to a large extent on 
the expenditure of the previous year, rather than on 
the level of GN? in the current year. Thus the effect 
of the previous year's expenditure en the current level 
of expenditure was found to be significant. 
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Suggestions: 
In spite of the rapid increooe in non-devolopmont 
expenditure of the Union finances, a good part of the 
Incrooun con bo ottributsd to pricQ and populntion growth, 
Hov/ever, other factors too must be considered. 
The phenomenal increase in interest payments is 
the outcome of heavy reliance on public debt. During 
the Seventh Plan, for instance, the Centre placed massive 
reliance on borrowings to bridge the expenditure -
revenue gap, with such l^ orrowlnys mainly ujsod to finance 
current consumption expenditure - pre-empting resources 
for development - the outstanding debt and interest 
payments have witnessed steep rise. A direct consequence 
of large scale borrowings has been the substantial 
increase in the volume of Interest payments. Although, 
over the years the percentage share of public debt in 
total liabilities declined^ the share of other liabili-
ties incroased. This implies a greater intereot burden 
as some Instruments of borrowing like provident funds and 
small .savings have provision for the compounding of 
interest. Moreover, the share of market loans has also 
showed an upward trend during the Seventh Plan, With 
maturities of securities lengthening over the years there 
hcis been a rise in interest payments. Another point in 
this context is the focus on the use of outside funds for 
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investment purposes. These trends, it is observed could 
lead India into a 'debt trap'. To avoid such a crisis, 
it is imperative for the government to take corrective 
measures. 
As a first step, the governmont should try 
curtailing unproductive expenditure and ensuring at 
least a minimum return from the investments in the 
public fiector. Secondly, greater tax compliance and 
consequently higher tax yields could reduce the budge-
tary gap, thus reducing the need to rely on borrowings 
for current expenditure. Thirdly, there is also a 
need for evolving a tax system which would provide 
higher yields than at present, yet without burdening 
the lower income groups and without dampening the 
incGnkivos of the big businesses to invest in industry, 
Fourtlily, the government should make efficient use of 
the borrowed funds for capital formation. Fifthly, 
these funds should not be used for financing revenue 
expenditure. Sixthly, there is a need for reciucing the 
volume of'other liabilities' as this would help in 
somewhat reducing the interest burden. Seventhly, the 
reliance on external debt should be reduced and if 
possible, completely avoided, as this kind of debt 
implies a flow of funds outside the country in the form 
of interest payments - leading to India loosing valuable 
foreign excliange. Internal debt, although not advisable 
to a large extent is yet preferable to external debt, as 
15 9 
the former merely implies that the money indirectly 
flows back into the economy, whereas, the latter syphons 
out the country's scarce foreign exchange resources. ^ 
Eightly, the governinont could aell LhQ aharos of public 
sector undertakings in the market - as this too would 
help in getting several crores of funds without the 
burden oC interest payiTients. Thus the policy of 
'equity' in place of 'loans' may be a better financial 
policy. Lastly, the government should encourage 
inv(.;obnenl: by non-resident Indians, as Lhia in addition 
to providing funds for investment purposes would not 
put any burden on the government. 
Do Pence expenditure, altliough conshnnt, .in tenns 
of GNP, over the years, hi\s witnessed a steep rise in 
absoluLo terms, India has one of the largest defence 
force, in teDns of numbers, in the world. This implies 
a heavy drnin on the public excViequer in the forn\ of 
salaries, pensions and allowances. Moreover, the 
country's deteriorating relations with Pakistan and 
the increasing terrorist violence in the border states 
of Jammu and Kashmir and Punjab have all led to heavy 
and increasing expenditures on defence in t:ho recent 
yonro. 
16 0 
However, it must be realised that the relentless 
rise in defence expenditure is not justifiable, more so 
in the light of the fact that defence expenditure is 
recponcible to some degree for the inflntionary 
pressures building up in the economy over the years, 
HcncG, there is a need for taking a new look at the 
defence expenditure. Firstly, the government should 
try taking more interest In developing defence oriented 
research facilities and encouraging the development and 
adoption of new technologies by the defence forces. 
This, in addition to opening new avenues would also 
help bring about a change for the better in the armed 
forces by making them at par with other regional powers. 
More dopGiidoncQ on technology and Icoa on mimboro would 
help reduce the pensJons and salaries bill on account 
of defence services, thus, substantially reducing the 
expenditures on defence services. 
Secondly, a shift from revenue expenditure on 
defence to capital expenditure on it would also help 
build ond imprpve capital capacity of the nation. 
Thirdly, as a large portion of defence spending goes to 
the replinishment of stores, better inventory management 
and careful planning of purchases could bring about some 
economy in this area. Fourthly, the government should 
try improving political relations with its neighbouring 
countries. The end of cold war may prove to be a 
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welcome change for reducing defence expenditure in 
India and other Third World Countries. Lastly, the 
small amount earmarked for research and development 
Kliould be Increesed as in tho long-run th© (juaiity of our 
defence forces depends on the degree of sophistication 
acliieved by ib. 
Subsidies given by the Central Government in 
past fifteen years or so have increased steeply, both 
in absolute and real terms, thus, emerging as a major 
item of expenditure of the Central budget in recent 
years. The present volume and annual growth rate of 
subsidies has aroused both interest in the study of 
subsidies and concern over their rise. Although tlie 
successive Five Year Plans and the Long Term Fiscal 
Policy have warned of the pernecious effects of the 
rise in subsidies and the need to put a stop to this 
trend, there has not been any Jinprovement on this 
front. In spite of the fact that most of the subsidies 
liave a rjocial and oconoinlc signiLlcance and when viewed 
in isolation, their continuance and even higher allocations 
every year, have the logic of econo.i ic compulsions behind 
them, the time has come when the government must 
consider tliem in the right perspective. 
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There are three major subsidies - fertilisers, 
food nnd export promotion ond rnnrKot devolopiiionl:, Ao 
regards the burgeoning fertilizer subsidy, tlie response 
of tlie govornrruint so far has boen to tigliteti the noriiis 
of tlie fertiliser pricing policy to a stage where 
fertiliser producers are suffering and fresh invest-
ments in this industry are falling. Another problem 
the govornment is facing is the increase in imports 
of fortilisors over the years. Therefore, ways sliould 
bo devised to contain the fiscal problem without 
reducing the growth or affecting the viability of the 
fertiliser industry. 
The increase in fertiliser subsidy over the years 
has been the result of increase in the controlled prices 
of inputs and the Increase in production. The situation 
has been aggravated by the fact that the retail price 
of fertl lisers liavo remoinod unchanged for the pant ten 
years and also the high pricing of feedstock prices, 
especially natural gas. The controversy over fertiliser 
subsidies is due to misconceptions regarding the 
importance of prices in promoting fertiliser use. It is 
wrong to assume thet fertiliser prices deteriTiine its 
demand. This lias been disproved by the fact that 
consumption of fertiliser increased between 1976-77 and 
1 r. 3 
1078-79 .inr.pite of the rolntlvely higher prJco of 
fertiliser in comparison to the price of paddy and 
wheat. On the other hand, Insplte of a favourable 
price situation since 1978-79, fertiliser consumption 
has registered a significant decline , 
Although the all India comsumption of fertilisers 
hns gone up in the post ton years or so, the rise 
has not been steep. In fact, most of the rise has been 
oiiJy Jn l.ho |).int JJow yoaro fltnrting from lonn-09 
when fertiliser consumption recorded the hicjhest ever 
increase of 2.3 million tonnes. The figures are given 
in Appendix-Ill, 
IIoncG; one, there lo a need to briny about the 
required changes in the retail price of fertilisers. 
Two, tlie nonns of gas pricing should be rnoro realistic. 
Three, the excess suj^ ply in the fertiliser market sliould 
bo controlled. Four, it should be realised that prices 
alone would not affect comsun)ption of fertilisers 
beyond a certain level and that the profits of the 
farmers are influenced both by the productivity of the 
technology used and the prices of inputs and output. 
1. Raju, S., 'Fertiliser Subsidies, Mow bong?'. The 
Kconomic Times, August 4, 1989, P,7, 
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Five, measures should be taken for the timely 
provision of credit to the small and marginal farmers 
so that they can buy fertilisers at the right time. 
Hence, the policy of encouraging price factors should 
be suljstituted by non-price factors. For this the 
government should bring about a phased reduction in 
the fertiliser subsidy as it has also been found that 
fertiliser subsidies benefit the rich farmers more 
tlian the poor ones. 
Food subsidy too has been increasing over the 
years. The need for this subsidy arises because the 
prJcor; at which foodgralns are solci tlirouyli the public 
distribution system are lower than the procurement 
[trices nnd the costs of storage and distribution. 
To reduce food subsidy, the government will either 
have to reduce the price of procurement or increase the 
soiling prices of foodgralns. In addition to those 
tVie government should try strenn-lininy the public 
distribution sy;;tem so as to niake it inpro cost -
ofroctivo and result oriented. Tliis all should bo done 
in view of the f<5Gt thot due to the prevailing situation 
in India - poverty and low levels of income - the 
food subsidy cannot be removed for a long time to come 
16 !3 
and hence efforts should be made that the benefits 
of expenditures under this item should flov^;^  to the 
rjght target groups. 
The expenditure on administrative services has 
increased several fold over the years. A major cause 
of this growth has been the rapidly rising wage bill 
of the Central Government, This has been partly caused 
by the rapidly growing public sector employment and 
the rininq wncjon prompted by l.lio dofonco - ci'Minrotod 
inflation. The government should take a irore realistic 
view of tlie situation. There is need for curtailing 
unnecessary employment in the public sector. Secondly, 
the govcjrument should review its administrative 
oxpojuJiliure so as to put a stop on any wastage of 
public funds. Lastly, the Inw and order mncltinory 
should be more effective and result oriented - mere 
incronse in staff in the police departments is not 
going to help in bringing about law and order in the 
country. 
It wo\ild be appropriate here to point out that 
the rise in non-development expenditure has been 
aggravated by investment of scarce resources in low 
prioriLy HLOUB, and ignorance of needs of the masses 
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in preference to the demands of the upper classes. 
Hence, there is a need to review the voliome and 
contents of non-development expenditure so as to be 
able to cull out those expenditures which are 
unnecessary or which need to be reoriented, only then 
can India hope to put a stop on its rapidly increasing 
non-development expenditure. 
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APPENDIX - III 
CONSUMPTION OF CHEMICAL FERTILISERS 
(Million Tonnes of Nutrients) 
Year 
1980-81 
1981-82 
1982-83 
1983-04 
1984-85 
1905-86 
1986-87 
1987-88 
1908-89 
1989-90 
1990-91 
(r'rov.1 ol 
Nitrogonous 
3.7 
4.1 
4.2 
5.2 
5.5 
5.7 
5.7 
5.7 
7.3 
7.4 
8.0 
onnl) 
Phosphatic 
1.2 
1.3 
1.4 
1.7 
1.9 
2.0 
2.1 
2.2 
2.7 
3.1 
3.4 
Potassic 
0.6 
0.7 
0.7 
0.8 
0.8 
0.8 
0.9 
0.9 
1.1 
1.2 
1.3 
Total NPK 
5.5 
6.1 
6.3 
7.7 
8.2 
0.5 
8.7 
8.8 
11.1 
11.7 
12.7 
tiourco: GovornmGnt oi' India, Ministry oi; Finance, Kconondc 
Survey, 1990-91, p. 30. 
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